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I.     EXECUTIVE

This report was prepared at the request of the Governor~s Office for the
purpose of determin!ng the desirability of continuing retall Ilquor sales
by ~ashington State goverment.

~/hile the report contains extensive analysis regarding the fiscal impli-
cations Of this Issue~ additional research WIll be n, ecessary to determine,
as precisely as possible, the health and safety r’isks of alcohol consumption
and their, relationship, to state regulat,ory activity.-.

A survey of exlst!ng research, at the national I~.v~l indicates that~ under an
open market approach~ liquor consumption’ ~ould in:crease due to its in-
creased availabillty to the consumer. Sin.ca the. risks of alcoholic beverage
consumption would also be expel:ted to Increase, more information is re-
quired to~letermine the full cosi:s of introducing a p~blic policy that could
potential Iy s~imp]at~ I~!~uor ~o;n..s~t!on.

Liquor Pol icy

The ~ashington ~tate.Liquor Control Board was established in 1933 tO admin-
ister this state’s liquor laws. Strict state controls were placed on the
manufacture and sale of all alcoholic beverages. Restaurants~ hotels,
clubs~ taverns~ and dispensaries (retail grocery stores) were licensed to
sell only light beer and wine. Only state operated liquor stores could sell
spirits (hardliquor)o

$in~e 1933, the only maJo~ change to the state’s liquor control syst~
occurred in I~8. Liquor by the drink in hotels~ restaurants~ and clubs was
allo~ed as a result of voter appPoval ~f Initiative 171.

During Fiscal year 1981, the State Liquor Control Boa~de~ployed. over 1,300
ecpioyees and operated 368 .liquor stores and agent|as. State operated
liquor ~ePchandlslng operations.generated over $328 million in gross sales
in FY 1981 and distributed, over ~12~ million:in Combined. profits and liquor
taxes to state and local governments.

During. the 198~s decade, the Board’s proJec~e~ sales are expected to gener-
ate over.S1.6 billion tn both profits end liquor taxes;

The policy question addressed by this study is:

"t~hat is the proper stat~ government role in retail liquor saleS?~’

Findings

The !nformati~n~g~thercd as a result of this stbdy indicates, that¢

,~ a Duriqg the past ten years, the apparent adult annual consmptlon
~ of hard liquor has remained constant at three gallons per capita.
~ This Indicates that the Sta~e Liquor Control Board probably met
~ the natural, unstlmulated de~and of a gr0wing adult population
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group; one of the original purposes of the state liquor control
statutes.

~a

Observations of |iquor consumption patterns and regulatory sys-
tems in other states and foreign countries indicate.that the per
capita consumption of hard liquor would increase under an open
free enterprise liquor distribution system,

It is anticipated that increased consmption ~ould also increase
the hffaith and safety hazards associated with alcoholic beverage
consumption.

A financiai �ompar[son of a free enterprise liquor system with
the present Control system indicates there wou|d be a loss in
liquor revenues to the state if the state chahged to a free
enterprise system. Based on the assumptions that the stete=s
liquor tax struoture~ould ~ot change and both systems ~ould sell

¯ the sa~e amount of liquort the free enterprise system ~ould gen-
erate approximately 22 percent less revenue than the existing
controlled system.

Under the free enterprise system; state government revenues de-
rived fro~ liquor sales ~ould decrease by approximately 12 per-
cent. Local governments= share of liquor revenues ~ould decrease
by approximately ~0 percent,

¯ Adult per capita consumption of hard liquor ~ould have to in-
crease from three to approximately four gallons per capita each
year to make up the estimated revenue loss resulting from con-
version to a free enterprise liquor syst,~n.

¯ ~A bottle ~f hard liquor ~ould generally cost the consumer more
when soldunder a free enterprise approach.

Due to the many more ret~ll outlets resulting from the free enter-
prise approach~ effective liquor control ~ould be impaired.
I~pa.ired liquor control could result in increased aicoho| related
crime and a greater risk of liquor sa]es to intoxicated persons
and minors.

a There are also several pricing and regulatory problems that
should be addressed to improve the efficiency of thesystem.

7hu% under the open or free enterprise system~ it can be expected that
liquor consumption would likely increase, liquor revenues would decrease,
and liquor prices would be higher. Health and safety risks could Increase,
and liquor regulation would be made more difficult.

~onCluslons and Recommendations

~s a result of this study, It can be concluded that there is no advantage to
the people of this state to change the role of state government regarding
liquor sales. ~ashington has an effective liquor control system and there
seems to be little interest on the part of the general public to change the

!
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system. Public sentiment appears to be moving In the opposite direction--
toward more restrictions on llquor sales and r~duced public consumption.

Drunk driving~ youth a|�oholism~ and the staggering national problems
associated with liquor consumption-are’ Issues that are of significant
concern to the general public at this ti~e.

If it is determined that this issue should be examined in greater detai|~
the follov~ing additional research should be conducted:

The state should examine ~tate drinking patterns and the risks of
increased alcohol consumption ~hich may result from deregulated
retail sales.

2. The state should obtain expert testimony concerning alcohol re-
lated social problems and the potential, for Increased criminal
activity.

~he state should evaluate all other liquor control alternatives~
including those which may further limit the availability of
liquor,.to determine the control approach with the least negative
public impact.

The state should conduct a rando~ sample survey to determine the
prevail|ng public sentiment for the sale of hard liquor in.
grocery stores.

The state should also conduct an evaluation of its beer and wine
pricing and regulatory practices to improve the state=s liquor
control system.

In sun~.ary~ the retail sale of liquor In state liquor stores restrains the
consumption of liquor. The existing liquor control syetem is effectlve~
meets the intent of the law~ .and is general]y accepted by the public. Any
substantial modification of this system should be evaluated in a delibera-
tive manner and be subject to a vote of the people.
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!1. INTRODUCTION

State Liquor Regulation

The Washington State Liquor Control Act~ con~only known as the Steele Act~
was adopted by the state legislature in 1933. Tight control of .liquor
distribution was i~nediately established through .direct state ownership of
liquor stores and strict regulation Of privately owned establishments
se]llng light beer and wine.

Huch of .the Steele Act was patterned after the British Columbia ~ystem now
employed in all of the Canadian provinces. Beer and wine could be consumed
in taverns~ hotels~ and restaurants~, but hard liquor could only be purchased
in state owned stores For consumption-In the home or private clubs.

Hardliquor by the drink was adopted by initiative in 1948, and-no major
changes to the state’s liquor control systemhave been made since that time.

Altogether, 18 states maintai-n a state operated liquor monopoly while the
remaining states operate open Free enterprise systems. During the 50. years
since the repeal of prohibition~ none of the control states has dismantled

¯ their system in favor of the open system and none of the open states has
converted to a state ownership system.                               -

Operations and Revenues of the Washington System.

Liquor control activities in this state are directed by the three member
Washington State Liquor Control Board. Board members are appointed by the
Governor for nine years and can only be removed by a tribunal of three
judges of the Superior Court.

Since its creation, it is generally Felt that the Board has made a consci-
entious effort to enforce the provisions of the state’s liquor laws.
Irresponsible competltive practices have been strongly controlled~ and the
Board has been successful in ensuring the purity of the alcohol products
.sold in. this state.

It has been the Board=s policy to gradually increase the number of liquor
out.lets to meet increased demand as our populatlon has grown. As a result
of this growth~ state liquor merchandising has become a multi-million
dol]ar~ profit making business.

During the 1981 fiscal year~ the State Board registered over $328 million in
gross sales and returned profits of $37.8 million. As a comparison, the
Board’s sales volume ranked third behind the total in-state sales of the
Safeway and Albertsons supermarket chains.

In total~ over $125 million in combined liquor profits and taxes were
generated from liquor sales. State government received over $88 mi.liion
while l oca] governments received over $34 million of the total 1981 fiscal
year liquor revenues. Another $2.2 milllon was distributed to the Depart-
ment of Social and Health Servlces For alcoho]ism treatment and rehabili-
tation.
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During the 10 year period between Fiscal Years 1971 and 1980, nearly $1
billion in liquor profits and taxes were generated by state government
liquor sa|es and distributed for governmental use.

By 1990, the state’s adult population Is expected to grow by another 850~000
persons. As a result of this growth, the Board’s gross sales are expected
to reach the $500 million per year mark by Fiscal Year 1987,

Study Purpose and Approach

There has been some concern in recent years regarding the state’s role in
the operation of a large profit maklng business,- Since .the Board’s llquor
merchandising, activities will grow substantially during the next decade,
the policy questlon addressed by this study is:

"~that is the proper state government role in retail liquor sales?"

.It Is not the purpose of this study to judge the Board=s past managerial
performance, or to compare the Board’s performance to simi.lar private
sector merchandising operations. What must be determined is the desir-
ability for state government to remain in the liquor merchandising busi-
ness. If this is not desirable~ what are the alternatives?

In order to provide a decision making perspective, this report briefly
describes the background and rationa|e behind the present liquor control
laws. A ten year (197i-1980) comparative analysis of liquor merchandising
indlcators Is also Included in this repo~t~ together with a description of
the Board’s ten year profit and loss statement. Potential liquor control
policy problems are identified, and the distribution of liquor revenues to
state and local governments is described.

projections of future (1980-1989) liquor~consumption have been developed
based on past consumption patterns and future populationgrowth, Using the
consumption projections as a base, future tax revenues are estimated forthe
ten year period. Revenue estimates for the present liquor Control system
are then compared to those of an open Free enterprise system so that the
fiscal impacts of conversion can be determined. AI.1 financial tables and
calculations are based on liquor pricing.policy and .taxation asof July 1~
1981. Subsequent markup changes andliquor tax increases are not included.

In addition to the fiscal impacts of free enterprise |iquor merchandising,
the alcohol related social risks of increased liquor sales are Identified in
this. report. Although very little quantitative information is available at
the state level~ an assessment is made of, the potential health and safety
hazards associated with alcohol consumption which may be. exacerbated by
open market liquor merchandising.               -

Based upon the liquor related information collected and analyzed during
this study, some initial, conclusions are stated together with several sug-
gested steps that could be taken by the state to gather the additional
information necessary to develop a comprehensive llquor control policy for
the Future.

A complete discussion draft of this study report was published in July 1982.
Copies were distributed to members of the state’s liquor industry and the
State Liquor Control Board for review and con~mnt. All com~nts received
have been reviewed and included in this Final vats|on of the study report
when they were appropriate. The FY 1980 and FY 1981 statistical information
re~ains as the basis for the analyses presented in this report.
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III. HISTORICAL BACKGKOUND OF WASHINGTON’S’LIQUOK LAWS

Early History

In 1933~ the legislature adopted the Washington State Liquor Control Act~
�ogmonly referred to as the Steele Act. The Steele Act modeled Washington’s
liquor control system after ’the-system in operation in British COlumbia.
The system has not been substantially changed since its creation.

A brief summary of the historical events leading to the passage of the
Steele Act~ and its impact since, is necessary to provide a perspective for
the examination of the state’s present role in retail liquor sales.

Washlngton=~s strict liquor control system dld not just happen by. accident.
It is the result of very deliberate actlons taken by the state l~gislature
after a long and bitter struggle lasting over most of the statels history.

The fo1|owing historical synopsis of the statees liquor issues was devel-
oped from a book written by Norman H. Clark entitled "The Dry Years:
Prohibition and Social Change in Washington.’~ This book~ published in 1965~
gives an excellent detailed account of state social~ economic, and politi-
cal considerations leading to the adoption and implementation of the Steele

,Act.

Saloons in the1800=s~

The fight to obtain control of the flow of liquor has been one of the most
turbulent in the political life of Washington. Atthe center’ of this
controversy were the oId"ttme saloons and the people who operated them.

During the early days of our state~ saloons were honorable institutions
that satisfied a social need. Saloons offered a release from the drab~
monotonous~ agrarian llfe. They were the poor manes club and a center of
charity. It is a fact that many times men from the ranches~ logging camps~
and mines were lodged and fed by saloon keepers during troubled times. Some
saloons di~ contribute to crime and poverty. However, drunkenness was not a
major problem and the~saioon was generally accepted by a majority of the
citizens.

In the 1880s~ major changes began to occur with the completion of the
transcontinental railroads. In 1880~ there were but 289 miles of railroad
track in Washington and few saloon problms. However~ during the 1880’s~
Over 2,000 mile~ of track were laid and their intercontinental connections
completed. Almost another 1,000 miles of track were laid in the 1890s. Due
to railroad expansion, Washington became more and more accessible. The
state experienced enormous population growth.

Before the railroads came to Washington~ the saloon was an urban institu-
tion. Brewing on a ]arge scale was impractical beyond urban centers of
population because draft beer was never pasteurized and had to be handled
quickly. However, with the coming of the raiiroads~ urban brewers began
looking beyond the limitations of their beer wagons. Brewers encouraged the
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cultlvatlonof saloons alon~ the railroad rights-of-way. Railroad refrig-
eration cars were put into use and the "crbwn" bottlecap allo~ed brewers to
ship bottled beer in large quantities.

Saloon Co~etltlon of the 1890’s

Ourlng the early 189Ors, the brewery competition took on new dimensions.
The large brewers in st. Louis and Milwaukee began establishing themselves
in the Northwest. Foreign investors began buying up brewery properties.
Local brewers~ understanding, the nature,of survival~ entered the competi-
tion Jn a frenzy.

The princlpa], feature of the brewery business in the 1890s was the rush to
open more saloons or to buy up the old ones. Brewers loaned money for
licenses~ fixtures~ and stock While encouragi.ng many irresponsible persons
to become saloon keepers. Hany brewers included hard liquor in the stock
they provided. Almost all of the saloonkeepers were in debt to a brewery
and had to hustle to attract customers to pay their bills. Unrestrained~
the saloon competition was ruthless.-

Saloons were. open 24 hours a day~ seven days a week. Bartenders worked in
three shifts~ liquor was sold to minors~ men were sold more than they
needed~ drunks were served and then "rolled"~ and prostitution was a prob-
lem. If a person cashed his paycheck in a saloon, he stood very little
chance of taklng.any money home. It was corn(non for saloons to be hangouts
for prostitutes~ pimps~ and criminals. The hustling for the dollar even
lead some saloon men to drug their customers. Thus~ r~sentment toward
saloon empire building increased as brewery competition increased..

~arly Prohibition Laws

These conditions led to the prohibitien laws of the early 1900s. In answer
to a growing and militant segment of the state’s population~ the legislature
adopted a local option prohiblt|on law in 1909. It allowed local govern-
ments to prohibit the sale of liquor~ but it did not prohibit private
drinking. Individuals could carry up to one gallon of liquor or a case of
beerinto a dry city or county~ and the manufacture of liquor or beer could
take place in a dry area. Other new anti-saloon laws were soon passed by
the legislature. Laws restricted women and minors from saloons and Sunday
sales were limited, t~holesalers were prohibited fr(~tholding an interest in
saloons, and whiskey less than four years old could not be sold.

In ~7 local option ~lections held in 1909, fewer than’a.~ozen communities
voted to stay wet. By 1912~ the Anti-Saloon League estimated that about 40
percent of the state’s population lived in the dry areas. However~ by that
tlme~ it became apparent that the only thing they had changed was the mode
of drink. The saloons had been replaced by the bootlegger and the speak-
easy. Dry islands were not practical in an ocean of liquor.          "

Initiative and Referendum Law of 1917

The de~ise of the local control option law became a reality in ~ashington
State as a result of the new political power provided the public in the

.i-
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initiative and referendum law of 1912. Initiative No. 3 concerning state-
wide p~ohibition was the first stale initiative measure to be voted on. It
was submitted to the voters in November 191fi and was approvbd by a vote of
189~8fi0 (52.5 percent) "for~’ to 171~208 (f!7.5 percent) "against."

All saloons were closed and the manufacture and sale of liquor was pro-
hibited. H~wever~ the State ,was not ’~bone dry." The law allowed private
drinking. An individual could import two quarts of hard liquor or twelve
quarts of beer into the state each twenty days. The individual had to have
an .importer=s license obtained from the county auditor. Bowever~ after
three or four months of adJustment~ the market for illegal liquor began to
expand again. Moonshine. was plentiful and many undesirable individuals
began moving into the bootleg business.

The 18thAmendment (1919)

Anti-saloon pressure increased and on December 22, 1917, the United States
Congress submitted a resolution to the states to amend the B.S. Constitution
(Eighteenth A~endment) to prohibit ’~the manufacturer sale~ ortransport of
intoxicating liquors." The state legislature voted for ratification in
January 1919. Howeverj prior to legislative ratification of the Eighteenth
Amendments~the citizens voted for.thelr own liquor prohibition law.

Referendum No. 10, ~Bone Dry" state-wide prohibition~ ~passed on November 5,
1918~ with 96~100 votes (63.8 percent) "for’~ to 54~32Z (36.2 percent)
"against." By January 16~ 1919~ the required 36 states had ratified the
Eighteenth Amendment to the United States Constitution allowlng nationwide
prohibition to go into effect in one year. However! Washington really dried
up in July 1919 when Referendum No. 10 became effective.

The Volstead Act (1920)

The Eighteenth Amendment was given its teeth by Congress in. January 1~20
wlth adoption of the National Prohibition Act, co~only called the Volstead
Act. The act defined intoxicating beverages as those containing over0.5
percent alcohol. This provision was designed .to "wipe out" the United-
States liquor industry. The law forbade anyone to "manufacturer sell,
barter~ transport~ import~ export~ dellver~ furnish~ or possess any intoxi-
cating liquor. First-offenses were liable to fines as.hlgh as $1~000 and to
imprisonment for as long as six months. Congress handed all the problems of
enforcement to the United States Treasury 0apartment.

After 13 years of prohibition it became apparent that the"great experiment~’
~ould not work. The saloons had been abolished but the attempt to regulate
morality, outside the saloons had not workedat all. Prohibition not only
did not stop liquor traffic~ it Increased it. The perverse assertion of the
right to.drink liquor developed into patterns of excessive drinking which
prevailed in a large number of social groups~ including many of the better
educated and more responsible members of every community. Bootleggingj
hijacking~ and speakeasys flourlshed~ together with other related crime.
There was a general contempt for the law. Federal officials charged with
enforcement were arrogant and often corrupt. Local officials both honest
and dishonest looked the other way. In short~ the cure had become more
dangerous than the disease, By 1932~ the repeal of prohibition was the big
issue of the day.
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The 21st Amendment - Repeal;of Prohibition (19,33)

Fina]ly~ InitiativeMeasure No. ~1 was filed in 1932. It proposed the
repeal of state-wide prohibition laws, However~ it was considered an anti-
saloon measure in that it dld"notprovide for |icensing and operation of
saloons. This initiative won by a landslide durlng the general election of
.November 1932~ ~ith .3/ll~/150-Votes (62.1--percent) "for’.’ to 208~212
perceht) "against.-°t Hore people responded to the prohibition repeal mea-
sure than any other issue of the time.

In February 1932~ the .United States Congress approved a resolution and
submitted It to the states for ~epeal of Federal proh’ib|tl.on la~s by. ratlfl-
catlonoF the Twenty-First ~mendment to the United States Const~tutlon.

In November 1932~ a total of 698,294 Washington citlzens v&ted for delegates
to the state repeal convention. Wets were selected by more than two to one.
The delegates met in October 1933 and voted to ratify the Twenty-First
~mendment. Yhe requisite number Of states ratified repeal, in a remarkably
short time (2B8 days).       ¯

State Liquor Control

Liquor control ~as returned to. the states along with all its problems, The
people ~anted liquor to be available~ but did not want ~o return to the
saloon days with the Inevitable social and political corruption that would
follow.

The day after the state liquo~laws were-repee:led at the polls in 1932, mast
counties eliminated their "dry squads2t City police lost all interest in
enforc~ent and only a small ~orce of Federal agents remained to control
liquor. No one pretended that liquor was not For sale everywhere. Road-
houses were run wide open. Bartenders served drunks and minors. -Restau-
rants sold beer across the streets from schools, The enforcement oF liquor
related crime did not- exist. Unregulated~ liquor flowed in ~shington
again. . ’

Establishment of the LiquorControl Advi~ory ~ommission (1933)

~overnor Martin wanted actloni in~nedlately and appointed a seven member
Iiq~or control a.dvisory �o~Hssion, The co~lission liked the British
¢oiumbia system and provided the ~overnor with a report co-plate ~-ith draft
legislation on November 7~

In su~ary~ the commission’s, findings were=

1. Liquor control system, s fall into two broad classes=

a. Private enterprise under state license with strong govern-
mental supervision.           -

b.    Co.plate state monopolistic control.
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State control through state o~ned dispensaries has had the most
substantial success at llquor flm~ control primarily due to the
private profit motive being eliminated from the retailing of
~hard liquor."

3- A state Jiquor monopoly should be established, the dominant
policy of.whlch should be control, looking toward social better-
ment~ with revenue and profit of secondary importance~

Temperance is best promoted by making hard liquor available only
through state o~med disp~saries, but permitting widely licensed
selling of mild beer and light wines.

The state should not share liquor control but should share liquor
related income with the counties and muhicipalities.

A full tlme liquor control board of three members Should be estab-
1|shed.    Hembe~s should have adequate salarles~ reasonable
tenure, and freed~n from political influence.

The major weakness of this system could be the desire for exces-
sive revenues.

Spec,fically, the commission recon~ended: (I) the sale of beer.or-wine by
the. g!ass where meals are served| (2) the sale in private retail stores of
beer and wine for home consumption; (3) the sale of hard liquor in state
owned stores; and~ (/t) the sale of hard liquor at ]ow prices to eliminate
boot I eggi ng,

Upon recelvlng the report, the Governor Immediately called a speci&! ses-
sion of the legislature on December 5, 1933, specifically to deal with the
state liquor control issue. This was the same day that the Twenty-first
~nendment to the United States Constitution became official.-

The Steele Act (1933}

After only a month of debate, the legislators adopted the ~ashlngton State
Liquor Control Act (the Steele Act)~ a modern anti-saloon bill. ~rhe Steele
Act created= (1) a three member liquor control boa~d appointed by.the
Governor for nine years, but removable only by court action~ and (2) autho-
rized state owned and operated retail stores for all liquo~ beverages over
four percent alcohol content. Prices of liquor ~ere to be low. with profits
and taxes going to the state general fund and to the cities and counties.
Under the Steele Act~ restaurants, clubs~ and dispensaries could get
licenses to sell beer and wine but the licenses were subject to local
option. However, there ~ould be no public drinking .of hard liquoP.

The state liquor control system was a moderate compromise between complete
prohibition and unregulated repeal. The "crucial PurPose of the .system is
describedby the commlsslon=s modern definition of temperance=
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"The commission is approaching, the problem.of I~quor control and
has accepted as substantially sound the view that the solution of
the liquor control question is not p~ohlbltlon, which has.proven
a c~plete failure and it is not the open saloo~ to the return of
which public opinion is strongly opposedj but that true temper-
ance is best premoted by making .widely avallabl.e intoxicating
beverages of Io~. alcoholic content such as beer and light wiriest.
but limiting so far as h~anly possible.the promdtlonof the sale
of intoxicants of heavy alcoholic content through making the~
available In government dispensarles..o The sale and drinking of
hard liquor in public places should be prohibited.h

First State Liquor Stores (1934)

The first state liquor s~ores ~ere open by Harch 31~ 19~4.and free enter-
prise liquor quickly disappeared. People were generally happy with the new
state liquor laws and their ad~Inistration~ and. they made no significant
effort to modify the SteeJe Act:unt:il after ~orld ~ar II.

Liquor by the Drink (19lt8)

The laws allowed fraternal or social clubs to serve drink mixers tome~bers
who supplied their own bottles. By 19~6 the board was reporting that the
"bottle clubs" had become a major problem of enforcement. The policing of
these clubs did not enJo~ auch public support. As a result~, in 19~8~
Initiative No. 171 was dr,~n Lo allo~ ~otels, restaurants and clubs to sell
hard liquor by the drink in special ~ro0ms.~ Revenues frm the new Class H
licenses were marked for ~edical ~esearch at the state univ~r~itles..

The measuFe was approved by the voters in November 1948.~ith 416~2~7 votes
(~2.7 percent) "for~’ .to ~7]~4~8. (~7,~ percent)’ ."agai~st~~’ .This :was no
overwhelming margin. An analysis ma~e it qu~te cleaP that the ~innlng
margin was contributed by the.districts ~here war workers had flooded into
the state during the wa~ years and remained.

Regulation of these ’~ro~ns~~ or cocktail lounges~ prohibited sales to
intoxicated persoqs,, prohibited gamblingj and even. prohibited ~ p~rson
moving a drink frem one table to another, ~he words ~%aloon~= or ~bar~’ could.
not be used. Only the word =~0~= with a proper noun could bel.uped to direct
a guest to the cocktail lounge, By 19~5~ the State LiquorCohtrol B~ard had
issued less than half of the liquor by the drink licenses authorized by the
.initiative.

Little Actlvlt~ Since

Since 194B, the citlzens .of. ~ashington have been relatiye!.y quiet on the
liquor issue and seem to be content wlt6 present controls. $e~erai attempts
~ere made through, the initiative and referendt~n process toallow the
drinking age to be reduced, to .18 or 19~ ~nd to allo~ hard liquor to be sold
in private retail grocery stores.

In 1968~ the voters approved Initiative 2h2 by a margin of over two to one
to require a driver to take an intoxication test if arrested for drivin9
while under the influence of alcohol. Beginning in 1972, several attempts
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initi~tives (refer to Appendix A) of this nature were never fil.ed or lacked
the required number of signatures. The latest effort was Initiative ~06~
filed in the spring of ~981~ ~hich did not obtain the signatures required.

Lo~erlng the minimum drinking age from21 to 18 or 19 was also a significant
issue during the 1970%. In 1973, Keferendum No. 36, which would reduce the
minimum age to 19 failed~ ~95,624 (~9-3 percent) ~for" to 510,491 (50.7
percent) ~against.’~ Two additional attempts to lower the age by initiative
in 1975 and 1978 ~ailed to obtalnthe signatures needed.

There has been little general public interest in liquor issues since 1948
except by the special interests involved.

The overall history of the liquor control issue in the state of ~ashington
can be classified into two phases. The.pre-Steele Act era which can be
described as turbulent and the post-Steele Act adoption era ~hich can be
described as quiet. Strongly enforced state operated liquor control is in
place and there does not seem to be enough general public interest to
accomplish major changes to a system that is working. Indeed~ public
sentiment appears to be moving in the opposite direction--toward more
restrictions on liquor sales and reduced public consumption.

Drunk driving~ youth alcoholism~ and the staggering national health prob-
lems associated with liquor consumption are issues that are of significant
concern to the general public at this time,

lZ
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IV. THE STATE LIQUOR CONTROL SYSTEM

General Description of System

Since our present liquor.control system was established almost 50 years ago~
it is important to review its Present structure and several recent liquor
sales indicators. As previously stated~ the only major change to the
orlglnal Steele Act took place in 1948 with the legalizing of the sale of
hard liquor by. the drip&. However~ several minor rules have been liberal-
ized to keep pace with changing times,

AS stated by the Steele Act~ the primary obJectiveofWashiqgton’s liquor
control.laws is to maintain d!rect Control O~er the manufacture and dis-
tribution of alcoholic beverages by sta~e,:gogernment in a manner that will
protect.~he health and safety of the general.public.

The authority for overall control iS-vested in a three man State Liquor
Control Board. Each member of the Board is appointed by the Governor and
confirmed by the Senate. The members serve a nine. year term and can only be
removed by a tribunalco~posed of three j~dges of the Superior Court.* In
this manner~ the legislature established a strong~ independent state agency
free of political influence~ with broad powers to strictly control the flow
o~ liquor in the state.

When the Board was established-in 1933~ the state had a population well over
one and one=half million residents anxious to put a stop to liquor abuses.
Today~ our population level has reachedwellover four million people living
in a society much more permissive than 1933; Although the liquor laws are
still restrictive~ .the Board hbs:~iorkbd to improve service, loosened up some
of the rules~ and provided a broad selectlonof liquor products to those who
want to drink. Since every step.ln the flow of 1.iquor within Washington is
the direct responsibility of the Board~ a sugary of the Board=s functions
will aid policy makers in the evaluation of the present system.

Figure 1 illustrates the state’s overall liquor control system from policy
to consumer leve|s~ as well as the spe~i~"functlons of the Board.

Washington was one of 18states that chose toicon.trol liquor through a state
owned and operated distribution system. Control is maintained through
state owned .retail outlets that sell spirituous liquor (hard liquor) in
unopened packages. The Board also Ilcenses and regulates the sale of liquor
by the drink and strictly controls Qendors of wine and beer sold in pri-
vately operated grocery stores. Manufacturers of liquor, such as dis-
tlllers~ wlneries~ bre~ers~ and importers~ are also licensed and regulated
by the Board. This arrangement is called a three-tiered system of control
where the flow of liquor is controlled at the manufacturlng~ wholesale~ and
retail levels of the distribution system.

~Governor Martin vetoed the original requirement that Board members could
0nly be re~oved by the Supreme Court.

LCB-01000020

TX062 020



Figure 1

LIQUOR CONTROL SYST~I
State of Washinglon

(T~tle 66, RCIf)
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State law requires all persons licensed to sell spirituous liquor by the
drink~ to purchase it from the state stores or warehouse. This provision,
together with the Board’s licensing procedures~ precludes the manufacturer
or wholesaler of liquor from a financial Interest in retail outlets and
ellminates the irresponsible competitive, practices of the pro-Steele Act
days.

Again, all package sales of hard liquor for off-premises consumption are
handled bY the state. Legal dispensaries(state owned stores) are.located
and operated to meet a natural and unstlmulated demand. Liquor sales cannot
be promoted and no effort can be made beyond normal management practices to
increase profits from liquor sales operations. Products cannot be adver-
tised~ store hours are strictly llmited~ Sunday sales of packaged goods are
prohibited~ and the price of all bottled goods is uniform throughout the
state.                                                                        ;

The state also has a local option provision that allows.local governments to
modify central state government controls~ Local voters may choose.to ex-
clude alcoholic sales from their area or to provide tighter restrictions
than provided by state laws.

.in order to guard against possible conflict of interest~ specific, pro-
hibitions are written into the law.against representation of, or having an
interest in~ any phase of the liquor industry by liquor control system board
members~ officers, or employees.

Although the Board members act in. concert on all general policy matters~
each member is also made directly responsible for the operation of a spe-
cific function of the Board’s responsibilities. Subject to budgetary limi-
tations imposed by the leglslature~ the Board can employ the number of
employees it requires to carry out its functions.

The Board’s financial operations are audited by the State Auditor:each year.
Its management performance is audlted by the Legislative Budget Committee
from time to time, and an annual report including a summary of its opera,
tions is submitted to the Governor and the legislature each year.
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Board Structure and Functions

Figure 2 illustrates the organizational structure chosen by the Board for
execution of the statels liquor laws. Operating divisions..are clustered
into groups according to three major functions= (1) administrative serv-
ices, (2) regulatory services~ and (7) merchandising services. Again, each
major function is under the direct supervision of a single Board member.

Administrative Services. Administrative services provides general office
support to the other functions including supply purchasing~ contract and
other legal supportt word processingt forms control~ records, manage~ent~
labor relations~ personnel t-raining~ budget.lng~ data processing~ account-
ingt auditingt financia] reporting~ and the management of the Boardms auto-
mobile fleet.

Regulatory Services, Regulatory services handles the licensing and en-
forcement activities of the Board, The licensing of dealers in alcoholic
beverages in Washington falls within two broad categories:    (1) retail
]icensees, and (2) manufacturers~ importers~ and wholesalers.

The enforcement .of liquor control laws is a twofold operation, On the one
hand~ liquor control laws are penal statutes, Violations are defined as
either felonies or misdemeanors covered by the state penal code. The nature
of enforcement requires the services-of law officers~.juries~ prosecutors~
criminal courts~ and penal institutions,

On the other hand~ the enforcement is administrative in character, and uti-
lizes the services of liquor control personnel. This type of enforcement
includes disciplinary actions against licensees and permit holders. All
county and municipal peace, officers inWashington~ as well as I.iquor control
enforcement officers employed by the Board,. are charged with the duty and
granted the authority to carry out. investigations and can prosecute all
violations under Title 66 RCW.

In addition to licensing and enforcement~ regulatory services also includes
the supervision and inspection of breweries~ wholesalers~ and winery facil-
ities to provide control of domestic and Imported beer and wine. Hearings
are also conducted to provide a licensee who may have violated the liquor
laws with the opportunity to present his case. Board decisions on viola-
tions and the resulting penalties are considered final.

Merchandising Services. This function includes the purchasing~ warehousing
and distribution of liquor~ and the operation of the state owned retail
outlets, All liquor stocks purchased by the Board are received and dis-
tributed from the Board’s single warehouse located in Seattle.

The Board attempts to stock a supply of types and brands of alcoholic
beverage for which there is a demand. Supplies are purchased at minimum
prices from the distillers and distributed to the stores from the warehouse.
The holders of Class "M" licenses (liquor by the drink) can purchase liquor
from the state warehouse or directly from a state owned retail liquor
outlet.
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r =gure z
Organization Structure
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At the close of FY 1980~ there were 172 state owned liquor stores and 182
agencies in operation or a total of 354 outlets serving the residents
throughout the state. The Board determines the localities and establishes
the stores based on population growth and demand. In those cities and towns
in which no state liquor store is located~ the Board may appoint agents to
serve as llquor vendors operating for a commission. The vendors are paid
on a sllding percentage scale of sales volume. They must own or lease their
own equipment and store space,

Each year. the selection of Items available In state stores and agencies is
increased For customer convenience. There are 791 brands and sizes of
spirituous llquor~ 607 brands and sizes of both domestic and imported wines,
and 13 brands of ~’stron~~ malt beverages (beer over ~.0 percent) for a total
1591 brands and sizes available i.n most state stores and agencies. At the
present tlme~ the Board estimates that over 80. percent of the state’s
population live within five miles of a state store or agency. This degree
of selection and convenience demonstrates the Board’s policy of maintaining
a+high level of service as conveniently as possible within the restrictions
of the state liquor control statutes.

i
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State Llquor Indicators

E~plo~ent. Table 1 Indicates that Sta~e Liquor Control Board employment
has Increased about twenty-four percent over the last nine years rising from
1065 "full-time equivalent" (FTE),employees in FY 1973.to 1320 FTEs’in FY
1981. Herchandlslng employees .~ake up 85 percent of the Board’s total
employment. Since FY1971, there has been a slight shift in the pe¢centage
of e~loy~ent by e~ch of the three major functions of the Board from admin-
istrative and regulatory servlces to the retail merchandising of liquor.
The number"of liquor outlets has Increased by E~ perc=~t (29 percent
crease in Board operated of~ premises outlets a~d 72 percent increase In
Class H licenses Issued for on premises consumption) during the same period,
as illustrated by Table 2. The total number of gallons of liquor sold by
.the Board has increased by.~3 percent, as~..illust~ated by ~able 3.. During
the sa~e time period, the number of people emplqyed by the admin.istrative
a~d regulatory services functions of the~ Board has increased by only 10
percent and.~ percent respectively.

Productivity. Table ~ indicates that totai, e~ploye~ produ~tivity~i.~creas~d
.about 23 percent fr~ FY 1973 to FY i~81r,or approximately 2.5 pe~ent per
year average. This level of overall productivity has been accomplished by
the automation of the liquor warehouse~ the introduction of self-service
stores, and the efficient use of more part-time employees. ~hls produc-
tivlty increase occurred, during a time period when productivltys in
general, has decreased.

Liquor Consumption. Table 5 indicates thqt. total app#~ent adult consump-
tion o~ alcoholic beverages has increased from 80.7 million gallons of
spirits, wine,.and beer sold in F¥ 1971 to 119.9 milion gallons In FY 1980,
or approximately ~8 percent Increase during’the ten year period. The sale
of spirits has increased approximately 33 percent and remained about 7
percent of total �onsumption over the decade. On the other hand~ wine
consumption has increased by 86 percent and beer by ~6 percent. While beer
has remained at a rather constant .range of 83 to8~ percent of total
consumption~ wine’s share of the total has. grown from8.2 percent i~ FY 1~71
to 10,3 percent in EY 1~80.

~:~ha~ Of Rarket, Table 3 Indicates that the State Liquor Contro| :Board’s
share, of total liquor sales has remained at a constant ~ percent over the
ten year period between FY t971 - FY 1980, Ho~ever~ the Board’s share of
the wine market has decreased from 21,5 percent in FY 1~71 to 18,~ percent
in 1980 as a direct result of increased wine sales by private retail food
markets. The Board’s sales of beer Increased by almost 600 percent during
the same period, but the sale of beer remains a very small portion of Board
sales and only .00~ percent of the total beer marke~ in FY 1~80.

P~r Capi.~a..Coniumptlon. Table ~ and Figure 3 i]lustrate apparent adult per
capita consumption of alcoholic beverages In the state of ~ashington during
the ten year period FY 19~1 to FY 1980.
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TABLE 1

State Liquor Control Board
Comparative Staffing Levels

FY 1973 - FY 1981
(FTE~s by Hajor Function)

Fiscal
Year

Regulatory Herchandisin~

FTEs ~ FTE___~_s    ~

1973 74
197k 75
1975 82
1976 82
1977 79
1978 81
1979 84
198o 85
1981 84

6.9
7.2
7.0
6.7
6.9
7.0
6.9
6.4

Total

FTEs

FY
1973-1981

Growth I~

103 9,7 887 83.3 1065,0 100.0
102 9,3 923 83.8 1101,0 100,0
104 9.2 958 83.6 1145.0 100.0
103 8,8 991 84.2 1176.0 100.,0
102 8,7 994 84.6 1175,0 I00,0
103 8.7 995 84,4 1180,0 100,0
103 8.5 1022 8445 1209.0 100.0
109 8,6 1067 84,5 1262.0 100.0
113 8.6 1"123 85.0 1320~0 100.0

26~

1973 - 1981
~Full-time equivalent employees

TABLE 2

State Liquor Control Board
Comparative Outlet Levels

FY 1971 -"FY 1980

231

0n-Premises 0ff-Premises
F!sca] Class "H" Total
Year Licenses Stores Agencies Total Off ~-On

1971 1325- 11~ i160 274 1599
1972 1391 113 162 275 1666
1973 1480 126 !79 305 1785

1974 1584 129 187 316 1900
1975 169~ 13~ 186 320 201~

1976 1802 137 !87 324 2126
1977 1946 1~1 182 ~26 2272
1978 20~6 153 180 3~5 2181
1979 2121 1~0 !86 ~6 2~67
1980 2279 172 182 ~5~ 2633

FY 1971-1980
Growth 72~

Source: WSLCB

50t 13~ 29t
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Liquor

TABLE 3

State Liquor.Control Board
Sales in Gallons and Harket

F¥ 1971 ~ FY 1980
Share

Fiscal.
Year

1971
1972
1973
1974
1975
1976
1977
1978
1979
1980

FY
1971~1980
~ Growth

Spirituous
Liquor

Mkt.
Sales in Share
Gallons ~

6,314,186 100
5,772,738 100
6,114,814 100
6,439,216 100
6,781,986 100
7,120,748 100

-7,369,231 100
7,812,209 100
8,].40,749 100
8,439,527 100

Wine
Hkt.

Sales in Share
Gallons ~

Strong
Beer

Mkt.
Sales in Share
Gal Ions ~;

Total
Mkt.

Sales in Share
Gallons ~

ii429.,607 21.5 64,055 .0009
1,379,~62 19.2 94,259 .0013
1,~06,618 2~.2 125,429 .0017
1,707,162 21.2 220,969 .0028
1,929,211 23.3 36~,715 .OO~
1,921,611 21.2 361,953 .00~2
1,786,145 18.2 307,462 .0035
1,855,569 17.7 323.635 .0035
2,041o,981 17.8 372,997 .0038
2,286,153 18.4 445,359 .0044

7,807,800 9.6
7,246,300 8.6
7,676,861 8.8
8,367,347 9.2
9,075,91Z 9.2
9,404,312 9-3
9,462,838 9.1
9,991,413 9.2

10,555,727 9.0
11,180,039 9-3

595~ 43~;
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TABLE~

State Liquor Cohtrol Board
~-~paratlve Productivity ";allo~s Sold Per FTE~’

F¥ 1973 - FY 1~1

Fiscal TOt&| Gallons
Year FTE~s* , Sold

1973 1065 7,G76,861
1974 1101 8,367,347
1975 1145 9,075,912
1976 1176 9~40~,’312
1977 1175 %~62,838
1978 1180 9,991,4?3
?979 1209 10,555,727
198o l~6z 11~171,039
1981 1320 11,725,958

FY 1973-1981

*FTE = Full Time Equivalent Employee’s

Gallons Sold
pcr. FTE.

7,599
7.926

8,053
8,467 -
8,730

.8,859
8,88~

.231

.... TAeL~ ~
State o~gash~ngt:on

Comparative Liquor Sales in Millions of Gall.ons
F¥ 1971 - FY 1980

(Tot&l of AllSaies - Public and Private)

Fiscal
Year

Spirituous
Liquor

Gallon=

Vine Beer Total

Gallons ~     Gallons

1971 6.3 ’ 7 -9
072 5.7 7.0
1973 G. ~ 7 ¯ l
1974 G.4 7.2
i975 6.7 7.0
I97G 7-1 7 ¯ 1
1977 7o3 7 o2
1~78 7.8 7.~
I~J79 8.1 7.1
~98o 8.4 7. !

FY
1971-m980

Growth

Gel I.ons      t

6.6 8.2. 67.8 83.9 80.7 IO0.O
7.l 8.6 70.5 8k.4 83.4 IO0.O
7.5 8.8 72.7 84.1 86,~ 100.O
8.0 8.8 76.3 84.0 90.8 IO0.O
8.2 8.4 82.7 84.6 97.8 IO0.O
9.0 8.9 8k.8 84.0 I01.0 1OO.O
9.8 9.4 86.5 83.4 103.6 ioo.o

10.4 9.6 9o.o 83.1 108.3 100.0
11.4 9.8 96.7 83.1 116.3 IOO.O
12.3 10.3 ~J.1 82.6 119.9 IOO.O

33~ 87[ ~6~ hSZ

Source: ~SLCB
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Uashington State
Comparative Apparent Adult Liquor Consumption - Gallons

FY 1971 - FY 1980
(Age 21 and 0vet)

Fiscal Adult
Year ~opulatlon

1971 2,090,069
1972 2,103,857
197~ 2,1~,220
1974 2,200,229
1975 2,251,096
1976 2,328,779
1977 2,405,634
1978 2,506,453
197~. 2,623,179
1980 2,743,209

1971-1980
~ Growth        31~

Spirits Per ~lne
Consumption ~ Consumptlo~

6,~1~186 3.0Z 6,~2~,184
5,772,738 2.74 7,~63,246
6,144,814 2.88 7,590,817
6,439,216 2.93 8,020,362
6,781,.$86 3.00 8,277,696
7,120,748 3.o6 9,050,377
7,369,231 3.o6 9,801~235
7,812,209 3.12 10,460,95~
8,140,749 3.11 11,474,874
8,~]9,527 3.~7 12,~80~77~

Per Beer Per
~apita Cons.L~nfltlon ~

3.17 67,843,37~ 32.50
3.40 70~522,570 33.50
3.55 72,791,~95 34.00
3.65 76,360,643 3~.70
3.66 82,781,70Z ~6.60
3.89 8~,899,0Z~ 36.50
4.01 86,521,20~ 35.90
~.17 S0,04~,~2 35.90
~.37 ~6,724,397 36.80
4.~1 ~9,149,~7~ 36.10
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TABLE 7

State Liquor Control Board
Comparative Number of Outlet~ Per Adult Population

FY 1971 - FY 1980

Adult
Fiscal P~oulatlon

Year (~/il|ons)

~97~ 2.0
1972 2.1
!973 2.1
1974 2.2
197~ 2.2
1976 2.3
1977 2.4
1978 2.5
1979 2.6
1980 2.7

FY 1971-1980
~ Gr~th        31%

Source:

Outlets Per 1000
Outlets            Adult Population

On O~f On Off
Premises Premises Premises Premises

1325 274 .633 .131
1391 Z75 .661 .130
1480 305 :692 .!421..~8~ 316 .720 .143
1694 320 .749 .t41
1802 ~24 .77~ .1391946 326 .809 .135
2046 335 .816 .1332121 346 .828 .131
2279 354 .830 -129

72I 29~ 31~ (-1.6~)
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Oue to the fact that the salesof-spirituous liquor:.gr~,e~...a.Z app.roximately
the same rate as the state’s adult population during the ten year ~eriod~
the per caplt.a cons .u~tion re~,lned relatively,constan,t..at al~o~.t-3 gallons
per person over twenty-one years-of., age, This 1,ndlc~tes "that the �onsulp. p-
lion patterns Of hard liquor ,re~’ined unchanged throu~ghoot: the~ decade; The
sa.les ofThigh priced liquor decreased s]ightly-during,.the, recesSion.of the

.earl..y 1~.70~ colncldental ~i:th .a m~:Jo.r ta~. increaseon ~pirits.,...-However,
cons~lmpt~|on increa, S.ed again .and.. leve|ed" off=at aboutthr’ee 9at~l~ns per

Patterns for the consump~ion 0~ wine changed during the sa~ decade,
Sta.r.,ting out at the sa~e,per’capi.ta consumption, le.vel as "spirits in FY 1971,.
wine per capi.~a co.nsumpt.lon increased :-to the’~.5 ga]-lon.:le9el In,~-E¥: 1980.
This is the result of substantial growth in state wine sales durir~g the ten
year pe~-iod. State wine,sales g.re~ by-5~7-S6:~590.:g,al-|’ons.-or~SE.8’.percent
between FY 1971 and FY 1980.’. ~/Ine Consumption pd~’teros a~e definitely
changing. ~/ine is gaFnl.ng.-mo.st of its share of~ total¯ il’quor. sales f¢on~’beer
sales as-indlcateid b~t Table

Beer consump.t|~>h has ranged-between 32 and. 3(>" ga|,.tons pe~ ¯capita. dur,.lng t.he
1~70s decade with a tota.I sales growth of ~ percent~ sTlgl~tly-hlgher than
spirits. However, thi~ does-not..Impa.~t the Bo~rdts merct~andislng functions
due to the Board’s very.s~ail share of the market as illustrat~d on Table

~pirits and beer and ~tlmu]ated for
~�o~L~ptlon ts due Oh.ly to~ the State’s ’~O~h ~n addlt population-wh.~ }e the
~cons,..u~ption o~,:.wtne has been stimulated by a broader selection available in
~th¢open marke~.:place alld~a general" i:n~-rease in the popula’rity of wlnes.

Liquor’:Ou.tlets. (Rard Li.q~or), Tabl~ ~ "ir~dlca~es-..that ~he ~umber "~£ "off-
premlses outlets for.spiP:l~s ha~ at~o ~ust kept paoe~lt.h:.the increas~ in
~tate adult populationbetween FY 1~71 and FY 1~)80. This can he "considered
ano~h~r.:indicator of the Board.*s.:pol icy of ope~a~ing~with-in the intent o[
the s.taee liquor control.~stat.utes~.. :-                               . .
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~tate Liquor-Revenues

gashing,ton S~tate~ withl, n the.framework Of the state liquor laws~ derives
revenue f.r~n the sale and. consumptionof atcoho]ic beverages in several-
ways, Table8 |:.~lustrates~the:_revenue sources and::~mounts received’during
FY.]980, The--.table~als0 indicates the relative importance of each revenue
.source., TOtal sales.by.statgsto~es ~rnounted to:o~er 70 percent while state
¯ liquor~sales taxes-amounted to a]most 23. percent; ~4hen beer and. wine taxes
are ’added to sale revenues and~taxes~ the amount equals 97.2 percent of the
total revenues collected durlng FY 1980.

Liquor sales taxes~are described below.wh~le the markupprofits andbebr and
wine tax~revenues~are.~scussedin.the ~o|lowing sections,

Liqu:o~?Sales-.~ax.~s;:.~ ~he basic .|i.quor: sales, tax (RC~ 82~08,150,)~. is 15
percent of bhe.~a..l~ pFice~on all sales t~’the final-customer of spir:i.ts and
strong, beer sold i.n~their original package,~by the~State;Liquor Board;

In addition to the sales tax, an ounce or liter t~x (RC~ 82.08.t50) is also-
¯ imposed on~ ha:rd liquo~ .at the ~ate of approximately fi~ve.~cents per fluid
ounce or $t~72-.per i.i.tec.~,

C.l:ass ’=H’L~:(li-quor by the drink)- licensees must buy hard liquor ~rom the
Board and pay the 10 percent sales tax p.l:us $1.72 per liter tax, but they
also.oreCeJve ~ l~5.1~percent discount on al.! purchases~. This discount, rate.is
~ppl,i.ed.:t.o.~he normal.cost of the Ilquo~.-pl.us.markup~ but.:be~ore the. appli-
cation~of.,th~:sa~es,and:li-ter tax~       -

-~.The sale_s: t~x. was first l.mp.osed, i.n 19~" as a speci-at,..wa.r.-. ~-ax.~which ~as
repeaJed in 19h9. In 1957 the 10 percent sales tax ~vas made permanent and
then increased to 15 percen:t..in 1959~o.~ Ho~ev:e~,. the. additional five percent

:was not~ added .to: ~he. | iquor: sold .to Cl~as:~~t!-I~. -i.|censees, ~ ..

The ounce t=ax v~as establ:.|:shed .in 1,9t~1! at.-.a;,Pate~ .of’ 1.ol cent~ peFoUnce~ then
increased to two cents per. fluid ounce:;!:~ 1:965: and. increased.agai~n i’n 1971
to four cents. During the 19.81 regular session o~ the legislature~ the
ounce tax ~as converted to a liter tax for ¢ompatibility with the federal
liquor laws. At Chat time~ the four cent: I~tuld ounce tax was Changed to a
$1.72 per iil~er tax~ or tee approximate equivalent of a five cent fluid
ounce tax.

.The impbsing of both the sales tax and the,:liter tax on liquor has resulted
in liquor tax incr~aS.es Over the past twenty years that have placed ~ash-
ington~s liquor at the highest, price leve~ in the natio~.. This is di,rectiy
contrary t° the intent.of the origlnal llquor control 1.egislation. Lo~er
liquor prices discourage bootlegging and the illegal manufacturing Of
liquor.

Several attemptS, toeliminate or reduce the fluid ounce tax-increase of 197!
/.by i.nitlat~ive"failed during the 1970s.

As indicated in Table 9 andFigure ~ the fluid ounce tax on spiri.ts grew by
175.4 percent between FY 1971 and FY l~81~and produced overS335 million in
tax revenues during the decade. Again~ theprincipal reason for this growth
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TABLE 8

State Liquor Control Board
Liquor Income by Source FY 1980

Source

1Net Liquor Sales
Sales Taxes
Wine Tax
Beer Tax
Class H License Fees
Other License Fees
Interest Earned
Carriers Class "H" Markup
Miscellaneous Income
Cash Discounts

~ount

$217,770,192.28
70~050,206.20
9,150,485.46
4,399,594.72
1,864,982.00
1,691,008.22
1,058,304.74

117,084.01
113,097.92
42~852.14

$306,257,807.69

1Net of discounts and exempt taxes equal to $14,529

Source= WSLCB Annual Report - FY 1980

Percent

71.1~
22.8
2.9
1.4
.6
.6
.3
.1
.1
.1

100o0%

,858.08

TABLE

State LiquorControl Board
Comparative Liquor Sales Taxes Collected

FY 1971 - F¥ 1980
(Millions of Dollars)

Fiscal
Year

Fluid
Ounce Sales

Tax Taxes Total

1971 $ 15.5 $ 18.7 $ 34.2
1972 28.7 16.9 45.6
1973 30.3 17.9 48.2
1974 32.0 17.~ ~9.4
1975 33.7 19.1 5z.8
1976 35.5 20.2 55.7
1977 36.5 21.3 57;8
1978 39.3 23.2 62.5
1979 41.1 25.2 66.3
1980 42.7 27.3 70.0

FY 1971-1980
Total

FY 1971-1980
Growth

$:335.3 $207.3 ~;54 2.5

175~ 46~ I05~

Source: WSLCB
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Figure
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was the doubling of the rate from t~o cents to four cents per fluid ounce by
the legislature in 1971.

In comparison~ the 10 and 15 percent sales tax on spirits and strong beer
and the genera] sales tax on wine collected by the Board grew almost ~6
percent during the 1970s decade~ and generated over $207 million in liquor
tax revenues.

All Bales tax revenues are transmitted to the Department of Revenue each
month. After being recorded by Revenue~ 100 percent of the fluid ounce tax
moneys and 6~ percent of the 10 and 15 percent sales taxes are deposited in
the State ~eneral Fund. The ba|ance of the 10 and 15 percent sales taxes
are deposited in the liquor excise tax fund for distribution to local
governments. Each quarter the StateTreasurer distributes 80 percent of the
available moneys to the 386 cities and towns located within the state and 30
percent to the. 39 counties~ based upon a population formula written into the
state liquor statutes.

General Retail Sales Tax

The general retail sales tax revenues collected by the Board on its selling
price of wine is distributed to the state general fund and to local govern-
ments based on the sales tax levied by each jurisdiction. This results in
an approximate split of 86 percent for the general fund and 14. percent for
local governments.
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TABLE 10

i979 Statewide Food Sales~
Share of Harket for. seven Largest Retail

(Mllliqns 0f Dolla.zTs}
Chains

Organization Sales HarEet Share

Safeway $ 802.2 24.0~,
Albertson’s 403.3 " 12.0
TradeWell 285.6 8.5
Fred Meyer 215.0
Rosauerms ihO.0 ~.2
Lucky FOods i12.1
QFC 75.1 2~2

Top 7’s/Share $2,033.3

$3,337.0Total Washington

*Washington Grocers Association

Source: Washington Grocers Association

60.6%

100.0t
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~i.quor Profits.    In addition to the sales taxes collected by the Board,
another major source of revenue derived from the consumption of alcoholic
beverages i-n the State of Washington are the liquor profits and excess
revenues generated by the Board’s merchandising and regulatory operations.

During fiscal Year 1980~ the Board=s gross sales amounted to over $304
million. Gross sales include both revenue.collected from the sale of liquor
during the year and the sales taxes levied on the liquor sold.

In order to provide a comparison of the slze of the Board’s overall finan-
cial operations~ its gross sales are compared to the total state sales of
the seven top retail food chains operating in the state. Table 10 illus-
t.rates the approximate annual sales of a]l food and beverages sold within
~ashington State and the market shares of the seven major f~od chains. ~hen
measured against the dollar volume of the major chains, the Boardts gross
sales :volume (for liquor only) ranks third in dollar size during the same
period~

Net Sales - The Board’s net sales (gross sales less sales taxes, sales
tax exemptions~ and sales discounts to Class H licensees) for the last
ten years are included in Table 11 as the basis for calculating the
Boardts comparative ten year profit and loss statement.

Between FY 1971 and FY 198g~ net sales grew by 6h percent and ~mounted
to a total of over $1;~ billion for the ten year period. However, when
adjusted for inflation~ the growth of net sales actually decreased in
constant 1972 dollars (Table 12).

TABLE 12

State Liquor Control Board
Net Sales Adjusted for Inflation

F~ 1971 - FY 1980
(Millions of Dollars).

Current

Percent
FY 7~1 FY BO Growth

$132.7 $217.7

137.5 121.6 -11~Constant 1972 Dollars*

*Based on U.S. Implicit Deflator Index of Personal
Consumption - 1972 - 1;000.

This slower rate-of growth is a result of the Board’s policy to provide
for the natural unstlmulated demand for liquor during a period of
population growth and the extremely lob-rate of inflation for liquor
products sold by the Board duringthe ten year period. Tables 13 and
1~ illustrate this phenomenon.
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The state’s adult population grew by 31.2 percent while the total
gallons sold by the Board grew ~3.2 percent between FY 1971 and FY
1380, indicating that total gallon sales more than kept pace with
population growth. The Board’s sales of spirituous liquor~ about 76
percent of the Board’s total sales In FY 198B~ grew at almost the same
rate as the state’s adult population. The Board’s wine sales~ about 20
percent of the Board=s total sales in FY 19DO, grew 5g.g~ during the
sa~e ten year period.

During the same ten year period (FY t971-FY 1980)~ the price of spiri-
tuous llquor gre~ by only i6.4 percent in current dollar prjces~ but
actually decreased by 37.1 percent in constant 1972 dollar prices.
Thus~ although the Board’s net sales during this period increased due
primarl|y to population gro~th~ the rate of increase in net sales did
not keep up with the general rate of inflation due to the !o~ inflation
rate in the price of its highest volume .item~ spirituous liquor.

Harkup Profits - The Board has c~mplete authority to designate the
price of all the alcoholic beverages it se|ls~ limited only by the
proviso that the net annual revenue received by the Board does not
exceed 75 percent (RCV 66.16.100). The Board has set its markup rates
at ~5-9 percent for the hard ~iquor~ 60 percent for wine products~ and
70 percent for strong beer. These markups are well within the statu-
tory limits and provide the state wlththe amount of revenue it wishes
to exadt from the sale of liquor.

ao Pricing Policy - In order to establish a markup base for its
products~ the Board adds freight and other acquisition costs to
the suppliers~ prices. For Items purchased from foreign im-
porters~ federal Import taxes and duties-are also. added before
the markup percentage is applied. State sales and liter taxes are
added to. calculate the Board=s sales price to the consumer. In
addltion~ the state=s general sales tax is also added to the price
of ~ineo

The 8oard=s sales prices for the three product ~roups handled by
the Board are determined by applying the formulas displaved by
Table 15:
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TABLE 15

Board Markup and Sales Taxes

Distilled Spirits

Wine 60.0t

Halt Beverages 70.0t

Distilled Spirits to
Class H Licensees h5.9~*

Sales Taxes

15~ + $1.72 Per
Li~er

2Q.25�-Per Liter

General Sales
Taxes

None

5.4 to 6.5~;

None

10~ + $1.72 Per
Liter None

~With a 15~ discount on the Board price before taxes

Class "H" licensees, who are allowed to sell hard liquor by the
drink in cocktail lounges, are given a fifteen percent discount
on the Board’s marked up price before taxes.

The results of the Board’s pricing policies are illustrated with
¯ the cost breakdown of a bottle of hard liquor depicted in the

Board’s F¥ 1981 annual report=

TABLE 16

Price of 750 mll. of 0istilled Spirits~ 80 ProOf
July 1, 1981 ¯

Price     Percent

$1.72 per liter state sales tax
15 percent state sales taxes
Net Profit
Operating Expenses
Freight Costs
Federal Taxes
Distillery Price

$1.29 18.3~;
0.75 10.6
0.90 12.8
0.68 9.6
0.15 2.1
1.67 23.7
1.61 22.8

$7.05    loo.o~

(It should be noted that the federal and state taxes amount to $3.71 or 52.0
percent of the $7.05 total price)
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During the 198Z legislative session the $1,7Z liter tax and the
percent sales tax on hard liqu0r were increosed temporarily to
$1,96 and 17,1 percent: respectlvely.until June 30~ 1983, The 10
percent Class H ¯licensee tax on spirits was also temporarily
increased to 11.~ pePcent at that time, These Changes amount to a
temporary tax increase of 1~ percent on hard liquor.

~ine Prices - It ha~ been the Board pricing policy on wine that
has irr!tated privatewineretallers in"~he past, The friction
between the Board and the ]icensees arisesmainly because the
licensees and the Board are competing head to head in the same
market,

¯ Prior to July 1~ 1982~ the Boar~ markup rate for wine was only
o~5,9 percent, ’ As ilustr~ted by Table 15~ the liter tax and the
genera] sales.taxwere adde~ to the markup price to calculate the
sales, prlc& to the consume~o

Commercial ~ine distributors c6oose tO ifeat the liter tax as an
acquisition cost and &~d it to the cost¯ of wine prior to the
application of their ~ho|esale markup rate, ~he wine is then
marked up again by the retailer, COnsequently~ the Board has
enjoyed considerable price advantage under these procedures,

As an example~ a hypothetical one dollar liter bottle of wine was
priced as follows (Table 17)=

TABLE 17

Harkup Price Comparison
Public vs, Private

Commercial

Landed Price
Li~er Tax

Harkup.Base
~holesale Harkup

~holesale Price
Actall Harkup*

Retail Price
General Sales Tax

Consumer Cost

Differential

Board

~’1,00 Landed~Price
,2025 Harkup

1,2025 Base Price
X 35~ Liter Tax

1.623~ .Retail Price
X 35~ General Sales Tax

2.1915 Consunmr Cost

$ 1.00"

$ 1.~S9o
+ .2025

$ 1.66~5
X

$ 1.7512

2.3090

¯ 5578 cents per liter or 31.85 percent
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As of July 1, 1982, the Board increased its wine markup .to GO
percent of the landed pr.lce. This action reduced the com~ercial
price differential to .220~ cents per liter or 21.-5 percent.
Unde.r this arrangementt the public and c~rclal ~ine prices can
bec~e very c~etltlve If and ~en the ~erclal wine distri-
butors ch~se to ~djust t~ir markup rates. For exa~le~ the use
of a t~nty percent �~rclal ~o]esale and retail markup rate
~ld resutt In a consumer cost of $1.8181 per ~e]lter bottle as
¢~ared to the Board’s price of $1.8998 per one liter bottle
using the n~ ~ixty perce.n~ mrk~ r~te~

In spite of the price advantage that can be ~tained for ~ine at
state liquor stores~ the shares of the market have r~;ned rela-
tively constant during the past five years (Fiscal Years 1977-
1~81). The Board,s ~hare ha5 ~emalned at 18 percent~ ~hile the
private stores c~tinue to c~pture 82 percent of the ~ine market.
Jt is not kno~ ~t effect the Increase in the B~rd~s markup on
~ine pr~ucts Frm ~5.9 percent to 60 percent ~ill have on the
5_havre5 of ~he market in t~ fu~ure~

There are other areas of disagreement between the Board and the
wine industry including restrlctlens On wine merchandising prac-
tiges~ advertising, and the h~ndling of surplus stock and price
postlngs. A list of concern~ recent|y developed by the wine
industry is attached to this report as Appendix G.

Recent legislatim pen~ittlng beer merchants to sell "strong
beer" created an Identical pricing situation for the state’s beer
distributors. Ho~ever~ on July 1, 1982t the Board also increased
its beer markup from45.9 percent to 70 percent in anticipation of
p0tentlal price differential problems similar to those of the
wine industry.

Cost of Goods Sold - Again the cost of g~ods Sold by the Board
includes the manufacturer=s pr!ce plus any federal taxes plus
freight. The growth of the cos~ of goods sold "is illustrated in
Table !1, Item ~2. Nhen adjusted for inflation (Table 1B)~ the
Board’s cost of goods sold decreased by 11.9 percent in constant
1972 dollars.
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TABLE 18

Stats Liquor Control: Board
Cost of Goods Sold Adjusted for .Inflation

FY 1971 - 1980
(Millions of Dollars)

Percent
FY 1971 FY 1980 Growth

Current Dollars               . :$ 94.4 $ 154.8 + 64~

Constant 1972 Dollars* 97.8 86.5 -12~

aBased on U.S. implicit Deflator Index of Personal Consumption -
1972 = 1.000

Tables 13 and 14 illustrate the growth in manufacturers’ prices
for beer~ wine, and liquor.. They.also illustrate the consumer
bargain of distillery and brewery price rates and the growth of

wine sales during the 1970s decade.

The federal tax on distilled spirits is based on proof gallons and
is applied on withdrawal from U.S. Government bonded storage.
The tax on beer ls based on a thirty-one gallon barrel and is
co|]ected at the producer’s leve]. The tax on wine~ also col-
lected at the producer level, is based on different rates of
alcoholic content.    In addition to federal excise taxes~ the
federal government Imposes numerous Speclal or occupational taxes
on rectifiers~ brewers, and wholesale andretail dea|ers of
types of alcoholic beverages. Finally, a customs duty is lev-
eled, In addition, to the excise taxes on all imported items.

Although federal taxes on liquor havenot changed since 1957, the
federal government is now considering a 100.percent increase in
federal liquor taxes.. If federal liquor taxes are increased~
.Washington Statewill be forced.to reconsider its entire liquor

¯ taxing and markup profit structure.

Merchandising Expenses - An analysis of the comparative profit
and loss statements for the ten year period between FY 1971 to FY
1980 (Table 11) indicates that the direct sales expenses incurred
by the Board in relation to net sales have grown significantly.

Table 19 indicates that the Boards net sales rose 64.0 percent
from FY 1970 to FY 1980. In comparlson~ direct expenses rose from
$10.7 mllllon in FY 1970 to $26.5 million in FY 1980, or a ten
year increase of 148. percent.
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TABLE 19

State Liquor Control Board
Cost of Goods Sold~ ExpenSes~ and Profits

as a Percent of Net Sales
F¥ 1971 - FY’i980

(Hill|ons of Dollars)

Fiscal
Year

Cost of
Goods Sold

Herchandising
0ivislon Profits from Net
Expenses. Mer¢handisinq Sales

1971 $ 94.4 71.1% $ 10.7 8.1~ $ 27.6 20~8~ $132.7
1972 85.9 70.9 10,4 9.2 25.4 20.8 121.7

1973 91.2 71.0 11,0 8.7 26.1 20.3 128.3

1974 97.8 71.1 12.7 9.3 27.0 19.6 137.5

1975 106.3 71,1 14.7 9.9 28,5 19.0 149.5

1976 114.0 71.4 17.1 10.8 28.4 17.8 159.5

1977 119.2 71.1 19.8 10.9 30.3 18,0 .167.9

1978 131.2 71.5 20;3 11.4 32;2 17.5 183.5

1979 142.2 71.I 22.6 11.2 35.4 17.7 199.9

1980 154.8 71.1 ¯ 26.5 12.2 .36.5 16.7 217.7

FY 1971-198o

Source: WSLCB

148% - 32~; -

It is evident from the information presented by Table 19 and
20 and Illustrated by Figure 5 that the Board’s dir.ect merchan-
dising expenses have grown at a substantially greater rate
than the net dollars receivedfrom liquor sales.

The major items of direct sales expense are the employees’
salarles and benefits and the store leases, During FY 1980,
employee salaries and benefits accounted for 77.6 percent of the
total expenses incurred by the Board.

. I
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TABLE 20

State Liquor Control Board
Direct Herchandislng Expenses Adjusted for Inflation

FY 1971 - FY 1980
(Hillions of O~11ars)

Current Dollars

Constant 1972 ~ollars~

FY 197~1 FY 1980’

$10.7. $26.5

11.0 IS~0

Percent
Growt.h

+ 148~

+ 36~

*Based on U.S. Impllclt Deflator Index oF Personal Consumption -
1972 = 1,000

It must be pointed out that this cost[proflt squeeze is not a
direct management problem, but Is the resul-t of the very low
growth rate oF |lquor prices and the markup restrictions placed
on the Board coupled with employee salaries and~enefits estab-
lished by the 5late Personnel Board and adop~ed by the Legis-
lature.

Table 19 indicates that the Board’s net revenue from liquor sales
has grown at the same rate as the cost of goods sold. This is due
to the sustained us~ of the 45.9 percent liquor markup rate used
by the Board. However~ as the Board=s merchandising expenses
have grown~ markup profits as a percentage of net sales~ have
decreased by 4o! percent over-the ten year perlod.

Herchandislnq Proflts - The Board=s liquor merchan~ising activi-
ties generate about a third of its revenue. Table 11~ Item 9
illustrates the level oF merch~cdising~ or markup profits gener-
ated by the Board since FY 1971. It ls these profits that have
been the concern and the target oF private business interests
during recent years. Between FY 1971 and FY 1980~ nearly $~00
million in markup profits have been generated by ~he Board for
distribution to state and local governments. If the Board should
be divested of its liquor mechandising responsibilitles~ it is
the liquor markup profits that would have to be replaced with
revenue from other sources,

:1

¯ |

LCB-01000049

TX062 049



The cost/profit squeeze is Illustrated by Table 19 and Figure 5-
Directliquor proflt~ have grown from:$27o6 million:in FY 1971 to
$36.7million In FY 1980 or 32.2 percentover the ten year period,
but when adjusted for inflation~ the BoardJs profits derived
directly from the sale of liquor actually decreased by 28.7
percent in constant 1972 dollars.~

TABLE 21

state Liquor Controi Board
Merchandising Profits Adjusted forInflation

FY 1971 to Fy 1980
(Millions of Dollars)

Current Dollars

Constant i972 Dollars~

~Sased on
1972 = 1.000

FY 1971

$27.6

28;6

Percent
FY 198~0 Growth

21.8

+32~

-29~

Implicit Deflator Index of Persona~ Consumption -
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0~her Sources of Revenue. In addition to liquor sales taxes and mark-up
.profits there, are several other sources of liquor revenue, illustrated by
T6ble 8, collected by the Board.

As illustrated by the ten.year profit and loss statement (Table I1), the
excess revenues from the beer and wine taxes, ahd license fees make up the
bulk of the balance of revenues collected by the Board.

Excess Revenues-- The tax revenues collected from the beer and wine
producers, Importers, and wholesalers together with license fees are
used to support the regulatory functions of the Board. In reporting
these revenues, the Board llsts them under the license and enforcement
division’s profit and loss. statement as illustrated by Table 11, Item
10. License and enforcement expenses are deducted from the revenues
listedland the excess revenues are then added to the p~oflts from the
merchandising division to obtain the amount available for distribution
to the state and lo~al governments and to the state universities for
~edical research.

a= State Wine T~x - In Wash!ngton, both domestic and imported wines
may be sold directly to licensed wholesalers. An excise ~ax (RC~
6~.2~.210) of seventy-five cents per ga~lpn or twenty cents per
liter must be paid on all wine sales by .the wholesalers. An
additional one-quarter cent tax was imposed on wine sales during
the 1~81 regular session to finance wine gro~ing research con-
ducted at Washlngton State UnJvarsTty.

~Retailers of wine; including the state liquor outlets, must also
add the state and local general sales taxes to the retail price of
wine. -            ,~

PrT~r to ~96~, all wines produced outside the state of’Washington
were soldby the Board. Washington wine retailers had to purchase
imported wine from the Board at the marked u~ sales price.- At
that time, imported wines were taxed at 15 perceht of the sale
price while domestic wineswere taxed at 10 percents, and in addi-
tion, domestic wines paid a ten cent per gallon excise tax.

On July ~, 1969, the state liquor laws were changed to allow all
wines, domestic or Imported, to be sol.d directly to wholesalers,
thus eliminating the Board’s ~arkup. In addition, the sales
taxes onwlne were equa|lzedwith a single26 percent sales tax on
the wholesaler’s selling price of both domestic end imported
wines and the ten cent per ga|lon tax was extended to wines
produce~outs!de the sta~e~

In 197~, wine taxation was again changed to remove the 26 percent
sales tax on the selling price, ,increase the gallonage tax from
ten cents to 75 cents a gallon, and apply it to all win~s whether
sold thPough the Board or through private licensees,

Ouring the 1981 legislative, session, the 75 cents a gallon wlne
tax was changed to a ,20 cents per liter tax and the additional
one-quarter cent per liter tax for wine research was added,
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As a result of the 1~82 legislative session, the..wine tax was
temporar|ly increased to .2167 cent per liter until June 30,

s~ate Beer Tax - The ~ale of beer in Washington is governed by RC~
66.24;290. Any bre~er~ manufacturer, or hearwholesaler, licensed
under Title 66 may sell and deliver beer directly to the holders
of authorized retail IJcenses. The beer sales do.not contribute
revenues through the Board’s profit system~ and hence a separate

excise tax is levied for the privilege of manufacturing and
selling beer in the state. Brewers or beer ~holesalers pay an
excise-tax at.the rate of.$2.60 per 31. gallon barrel Of beer and
the same for a 31 gallon equivalent of canned or bottled beer.

Prior to 1965, beer was taxed.at ~1.00 per 31 gallon barrel. In
1~5 the tax on sales of bottled or canned beer tO. retail
censees ~as increased to $1.50 per 31 gallons. The tax was raised
to $2.60 in 1~81.

The beer tax was agai.n ~rmreased to $2.78 on a temporary basis
during the 1~82 leglslatlve session.

i,.gevenues from License and Permit Fees - I’n addition tO the taxes
on llquor, revenues are obtained from annual license fees and
~mtts.

Under ~ashington State law~ all types of-dealers in alcoholic
beverages must be licensed by the State Liquor Control Board.
License fees for distillers and wholesalers are fixed at a flat
annual rate by activity~ and for ~inerles and breweries, on the
basis of production..

Annual licenses a[e also issued by the Board to establishments
for retail sales of alcoholic beverages. Becaus~ each class of
license permits only a specific type of sale, some establishments
may obtai~ two or ~hree or more types.of licenses,

The-classe~ of license and their fee schedules can be found in
Iiquor control statutes (RCW.66). "

Table 22 i~dicates that over.$118 militon in ~Ine an~ beer taxes
and |lcense ~ees were collected by the Board between FY 1~1 and
FY 19B0, increasing by over 200 percent during the ten year
period. Thema~or reason"fOrt~i-s growth was the-substitution of
the 75 cent-per gallon’-taX’o~ ~ine for the 26 percent wine sales
tax In’197~.
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TABLE 22

State Liquor Control Board
Comparative Excise Taxes and License F~es.Coilected

FY 1~7! - FY 1980.
(Hillions of Dollars)

Fiscal
~ea~

1971
1972
1973
1974
1975
1976
1977
1978
1979
1980

Wine Beer License Riscel.laneous
Tax Tax Fees Revenue

p̄ $ 2.9 $ 2.2 $ -
¯ S 3.0 2,2 -
.6 3.~ 2.~ -

6.5 3.2 2.5 .1
~.0 3.5 2.8 .1
6.5 3.6 2.8
9.2 3.7 3.1 .3
7.7 3.9 3.3
8.5 4.2 3°3
9.1 ~.3 3.5 .2

Total

5.6
5.7
6.1

12.3
12.4
13.0
14.3
15.3
16.4
17.1

Ten Year
Total $53.1 $35.4    $28.l $ 1.6 $118.2

F̄Y
1971-1980
~; Growth 1820~;    48~;.     59~       HA 205~

Source-" WSLCB

Total Excess Revenue - The Board’s excess revenues derived from
the license and enforcement divis|on are illustrated by Table 23.

Due to the large growth of the wine tax i.n this revenue category
and the slowing of the division’s expenses, the total excess
revenues from this source increased at a rate well above infla-
tion during the ten year perlo~.

All revenues collected by the Board from wine and beer taxes~
license fees~ and other miscellaneous income are placed in the
Board’s liquor revo|ving fund and used to support liquor regula-
tory activities. Each quarter all excess revenues in the fund are
distributed to state and local governments, Fifty percent of the
excess funds are placed in the State general fund and 50 percent
are placed In the liquor excise tax fund for distribution to local
governments. Of that amount~ B0 percent is~ in turn~ distributed
to the 286 cities and towns and 20 percent is distributed to the
39 counties based on population.
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TABLE 23

State Liquor Control Board
Excess Revenue from Licensing and Enforcement Activities

Adjusted for Inflation
FY 1971 - FY 1980

(Millions of 0ollars)

Percent
FY 1971 FY 1980 Growth

Revenues=

Current Dollars $5.6 $17;1 +205~
Constant 1972 Dollars

Expenses=

Current Dollars $1.5 $ 3.1 +107~
Constant 1972 Dollars~ 1.5 1.7 + 13%

Excess Revenues=

Current Dollars $~.1 $1~.0 +241~
Constant 1972 Dollars~    4.2 7.8 + 86~

*Based on U.S. Implicit Deflator Index of Personal Consumption -
1972 = 1.000

Class H Carriers Markup - All types of commercial passengpr carriers
operating interstate are taxed at the same rate and markup as Class H
licensees for liquor sold within the state of Washington. In the event

the liquor sold was purchased in state outlets~ no action is necessary
since the normal charges are applied prior to sale. Special audits and
record checks are made of carrier liquor saies to ascertain markup
charges.

Cash Discounts - In some liquor purchases~ cash discounts are offered
to the state for cash or short-term transactions. Usually the dis-
counts are only~offered under special Circumstances and the income is
minor during most fiscal periods. However~ the possibility exists
that economic conditions could result in a significant amount of
income from this source.

Interest Income - All surplus llquor board revolving funds on deposit
with the State Treasurer, along with state surplus cash balances over
and above current needs~ are invested under procedures established by
state law. interest income is distributed in accordance with statu-
tory directives.

~7
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Total Liquor Revenues and Their Distribution. Table 11 (page 31) illus-
trates the Board’s financial reporting procedures which are also described
as follows:

Total Revenues - Profits generated bythe Board~s retail liquor mer-
chandising activities (Table 11~ Item 9) are added to the" excess reve-
nues from license and enforcement operations (Table 11, Item 12) and
the interest earned (Table 11~ Item 13)to calculate the total profits
generated by the Boardts liquor control activities {Table 11~ Item
1~).

The sales taxes collected each year by the Board (Table 11~ Item 15) as
a result of the state’s 10 and 15 percent sales tax on spirits and
strong beer~ the fluld ounce or $1.72 per liter tax on spirits~ and the
general retail sales taxes on the sales of wine and alcohol sold by the
Board are added to net profits to obtain the total liquor revenues
generated by the Board.

Table 24 illustrates the total dollar amount contributed to total
liquor revenues by the t~o major sources over the ten year period
between F¥ 1971-F¥ 1980. Over $400 million in profits and $5~3 million
from sales taxes for a total $943 million in liquor revenues has been
generated by the Board during the decade of the 1970s.

Over the ten year period~ total liquor revenues grew at approximately
the same rate as inflation when measured by the U.S. implicit price
deflator for personal consumption. Rowever~ total profits grew only
60.9 percent while the sales taxes collected grew 10~.0 percent during
the same period. As a co~parison~ ho~ever~ profits generated fro~
liquor merchandising operations grew only 32.2.percent.

Oistributlon of L!quor Revenues - Table 2k also lists the annual
amount actually distributed to state and local governments and the
universities.

By statutory directive~ all annual income derived from Class H license
fees~ penaities~ and forfeitures is d|strlbuted quarterly to the
University of Vashington and ~ashingto~ State-University for. medical
and biological research. Should the total dollars allocated to the
universities amount to one million dollars in any one biennium~ state
la~ further directs that the entire allocation for the remainder for
the biennium shall be made dlrectly to the state Department of Social
and Health Services to assist in state and local programs on alco-
holism.

Revenues from the other so.urces are distributed as follows:

a. Sales Taxes=

All proceeds received by the board as a result of the $1.72 liter
tax on the spirituous liquor sold by the board are deposited in
the state general fund and no further distribution is made.
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Fiscal
Year

TABLE 24

State Liquor Control Board
Ten Year Summary of Liquor Taxes and Profits

.FY 1971 - FY 1980
(~ii1ions of Ooilars)

Herch______~.

Liquor Profits
Earned
Income Tota~lLic./Enf.     ~

1971 $ 27.6 $ 4.1 $ .4 $ 32.1

1972 25.4 4.3 16 30.3

1973 26.1 4.6 .4 31.1

1974 27.0 I0.6 .6 38.2

1975 28.5 1o.5 .6 39.6

1976 28.5 1-1.o .4 39.9

1977 30.3 11.9 .5 42.7

1978 32.2 12.5 .7 45.4

1979 .35.4 13.4 1.0 49.8

198o 36.5 13.9 . 1.___~ 51.__.___~

FY
1971-1980
Total    $297.4

96.8 $6.4 $400.6

FY
1971-1980
~ Growth 32~ 239~    200~      61~

Source: WSLCB,Annual Reports

Total
Total Liquor

Sales Profits Revenues
& Taxes Oistrlbute~dTaxe~

$ 34.2 $ 66.3
45.6 75.9
48.2 79.3
49.4 87.6
S2.8 92.4
55.7 95.6
57.8 100.5
62.5 lO7.9
66.3 116.1
70.0 121.6

.$542.7 $943.2

I04%    83~

$ 65.6
78~2
75.3
87.8
91.8
96.0
99.0

1o8.0
114.7
118.0

$938.4
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Proceeds collected by the board as a result of the liquor sales
tax of 10 and 15 percent on the sales of spirituous liquor and
strong beer are distributed each quarter - 65 percent to the
state general fund and 35 percent to the liquor excise tax fund
for further distribution to local governments. Each quarter the
money in’ the liquor, excise tax fund is distributed to the local
governments by the State Treasurer. Eighty percent goes to the
cities and towns and twenty percent to the 39 counties based upon
a population fo~mu|a provided in the statutes.

Harkup Profits and Excess Revenues=

The profits generated by the board fr~ the sale of spirits~
wine~ and strong beer are distributed 50 percent to the state
general fund~ ~Opercent to the cities and towns and 10 percent to
the 39 counties on the same basis as the other liquor excise tax
fund distribut|ons.

"1
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TABLE 25

StaleLiquor Cbntrol Board
Ten Year Summary o~ ProfitDistributlon

to State and Local Govbrnments
FY 19~i ~ FY 1980

(Mi111ons of Dollars)

Fiscal
Year Cities Counties

1971 $ 12.0 $ 3.0
1972 12.5 3.1
1973 11,9 2,9
1974 lh.B 3.7
1975 15.0 . ~o7
1976 15.4 3.8
1977 15.8 3,9
1978 17.h 4.3
1979 .18.5 4,6
1980 18.4 4.6

FY
1971-1980
Total $151.7 $37.6

FY
1971-+980
~ Growth

State

$ 15.I
15.6
14.9
18.5
18.7
19.3
19.7
21,8
23,2
23,0

FY
1971-1980
Share

$189.8

Total
Profits

Distributed

30.1
31.2
27.,7
37.0
32.4
38.5
39.4
43.5
4.6.3
46.0

$379. I

53% 53~ 53~ 53~

Source: WSLCB Annual Reports
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TABLE 26

State Liquor Control Board
Ten Year Summaryof Liquor Sales Tax

Distribution to State and .Local Governments
FY t~7i ~ FY 198~

(Hill.~ons Of Dollars)

Fisgal
Year

1971

1973
1974
1975
1976
]977
1978
t979
1980

FY
1971-1980
Total

FY
1971-1980

Growth

FY
1971-1980
Share

Souce¢

Cities Counties     State

$5.2

5.0
4.7
5.1
5.5
5.7
6.3

7.z~

Total
Tax Revenue
Distributed

$56.4

$ 1.3 $ 27.7
1.1 39.7 45.6
t .Z 4Z.0 48.2
1.2 43.4 49.5
i .3 ~6.3 52.8
1.~ /~8.3 . 55.7
1.4 50.5 57.8
1.5 .54.6 62.5
1.7 57.7 66.3
1.8 60.7 70.0

$562.7

~z~ 38~ 119~ t04t

87~10~

~SLCB Annual Reports

3~ 100%
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TABLE 27

State Eiqu0r Control Board
Ten Year Sunenary of Total Liquor Revenue

Distribution to State and. Local Governments
FY1971 -FY 1980

(Hi11lo~s of Dollar~)

Fiscal
Year Cities Counties State Others*

1971 $ 17.2    $ ~:3
1972 17,2 . 4,3
1973 16.9 ~.2
]974 19.5 4.8
1975 20.1 5.0
]976 21.0 5.2
1977 21.5 5.4
1978 23.7 5.9
1979 25.4 6.3
1980 25.8 6.h

FY
1971-1980
Total $208.3 $51.8

FY
1971-1980
~ Growth        50~

FY
1971-1980
Share

Total

$ 42.8 $ 1.1 . $ 65.6
55.3 1.2 78.2
56.9 1.2 79.3
61.9 1.4 87.8
65.0 1.5 91.8
68.1 1.6 96.0
70.2 1.7 99.0
76.4 -1.8 108;0
80.9 1.9 114.7
83.7 2.0 118.0

$661.2     $15.4     $938.4

82%      81~

22~ 5~ 7t~ 2~ 100~

*Others DSHS~ Universities
Source: ~SLCB Annual Reports
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Tables 25 and 26 illustrate the actual distribution of liquor
profits and sales taxes during the ten year period between
FY 1971 to FY 1980. Although the local governments share half of
the liquor profits~ they received only 13percent of the sales tax
revenues. As a result~ loca~ governments received less than
thirty percent of the total liquor revenues (Table 27) generated
by the board during the ten year period. Since the state keeps
100 percent of the liter tax monies and 65 percent of the sales
tax funds and shares the slower growing liquor profits equally
with local 9overnment~ local government’s share of the liquor
revenues has grown approximately one half as fast as the state
share. When adjusted for inf]ation~ local government’s share
decreases approximately twenty percent in constant 1972 dollars
while the state’s share increased slightly (Table 28).

TABLE 28

State Liquor Control Board
Distribution of Liquor Revenues AdJusted For

Inflation FY 1971 - FY 1980

State FY 1971 FY 1980~

Current Dollars $42.8 $83.7
COnstant 1972 Dollars~ 44.3 46.7

Cities

Current Dollars $17.2 $25.8
Constant 1972 Dollars* 17.8 14.4

Counties

Current Dollars $ 4.3 $ 6.4
Constant 1972 Dollars* 4.4 3-5

Percent
Growth

+ 5~;

+5o~
~19%

+~9~
-20t

~Based on U.S. Implicit Deflatof Index of Personal Consumptlon -
1972 = i.O00

e

Table 29 and Figure 6 illustrate the unequal distribution of
liquor sales tax moneys between state and local governments
during the ten year period between FY 1~71 - FY 1980. Again~
only thlrteen percent of the sales tax portion of liquor revenues
was distributed to the local governments during the 1~70s.

State General Fund Receipts. Table 30 indicates that liquor revenues
as a percent of total state general fund revenues have decreased during
the past ten years from ~.6 percent In FY 1972 to 2.6 percen~ in
FY 1980. Although total ]lquor revenues grew by 95.3 percent between
FY 1971 and FY 1980, total state general fund receipts grew 169.0
percent during the same period.
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TABLE 29

State Liquor Control Board
Ten Year Summary of Liquor Sales Taxes

by Type
FY 1971 -.FY 1980

(Millions of Dollars)

Fiscal Ounce* 15% Sales**
Year Tax Tax*~* Total

State’s
Share

1971 $15.5 $ 18.7 (12.1) $ 34.2 $27.7
1:972 28.7 16.9-(10.9) ~5.6 39.7
1973 30.3 17.9(11.G) fi8.z 42.0

1974 32.0 17~4 (11.3) 49.4 43.7
1975 33.7 19.1 (12.4) 52.8 46.3
1976 35.5 20.2 (13.1) 55.7 48.8

1977 36.5. 21.3 (!3.8) 57.8 50..5
1978 39.3 23.2 (15.0) 62.5
1979 4.1.1 25.2 (16.3) 66.3     57.7
1980 .42.7 27.3 (17.7) 70.0     60.7

~.Share 61% 39% 100%

*State keeps 100.0~ of ounce tax
*~Statekeeps 65.0t of sales tax
*~lncludes general retail sales tax
(    ) = State’s share

Source= WSLCB Annual Reports
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ProFits frc~ the board’s !lquor merchandising actiylti~s grew only
31.8 percent between EY 197i andF¥ "|~.SQand amounted to e~ly one half
of one ~ercentof~he tOtal sta~e e~e~a! fundrecel    "~ "    - .g ........... . . pts =n FY 1980. It
is the proflts ~r~ the ~oard~s" ~erchandtsing activities, $18.~
ai|lion in. Fy ~980,th~t wouid have to be= replaced if t~e board’s
liquo~ retailing activities W~re ellm|nated.
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Liquor Cohtrol Policy- Conslderati~ns

The Board’s Administration o~ the StatuteS. The state of I~ashington has-
been In the business of selling liquor for 5u yea~s. During that time, the
state’s retail liquor organizat!on’has be¢o~e a’multi-mil.lion dol!ar enter-
prise providing revenues for state and local government operations.
Hundreds of people are employed.selling liquor and providing very effective
control o.ver the flo~ of liquor in Vashlngton State.

Since 1933, When the state l!quor control system~as established, feW major
changes have been made to.the orlg.lnal act. Additionally, no major movement
has developed to change the basic character and purpose of the. liquor laws.
Withthe ~xcept~on of the"liquor by the drink" inl~latlve"approvedln 1948,
efforts to structurally change the. system have received little public sup-
port; -~ost proposed amendments to,the statutes h.a~e amounted to detal.led
procedural changes rather then basic str~ct~Tal modifications.

In contrast to the turbulent history of liquor ¢ontrol prior to the enact-
ment of the Steele Act in 1933, the public acceptance of state liquor
control since ~he Steele Act was adopted Indicates that-the present liquor
control syste~ i.s ~]’l adapted tow hat the people of-Washington want and are
willing to live with. Possible improvements lie mainly in the adminlstra-
tion and enforcement of the laws rather than in trying to imple~nent basic
changes to laws that .seem to be ~orking ~ell.

The liquor control system lndicators that have been summarized In this
section of the report reveal that the State Liquor Control Board, estab-
lished by the Steele Act to administer the liquor laws~ operates a modern
enforcement and merchandising organization. During the ~en year period
under review~ the board has very skil.|fully met its r~sponsibilitles of
providing for the natural unstimulated ’demand for a|coho||c beverages by
the general public. At the sa~e time~ the board has protected the public by
strict]y enforcing liquor control la~s teat insist upon a distinctly sepa-
rated alcohol manufacturing and dl.stribution system. The board has been
very sUCCeSsful in controlling Irresponsible competitive practi~es and

¯ ensuring the purity, of alcoholic p~o~d~,.~,

The number o£ reta|.|~ Qutlet~ the board operates, the number of people it
e~ploys~ and the gallons of hard. llq~or soldall grew at approximatkly the
same rate as the state adult pop~.~ation (over 21’.s) during~ the 1970s. The.
board’s primary marketing policy has been the provisioning of a broad selec-

¯ tion of products and efflclent.:service at the ~54 convenlentIy located
outlets it operates ..Xhroughou~ the s~ate.

~hile having to operate within the restrictions of the state liquor la~s,
the board’s gross sales a~ounted to $304 million In FY !~80. This amount
~ould rank third in sales volume among the seven ma~or food chain store
organizations operating ~ithln~ashington State.

Although the board’s overall productivity, ~hen measured by the gallons of
liquor sold per e~ployee, Increased above t~o percent per year between
FY 1973 and FY 1~81, profits as a percentage of net sales~ decreased fro~
20,8 percent in FY !~71 to 16.7 percent in FY 1980,
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nature market ing I Iquor In liashln~ton has placed the board in a bo~
;~hc boar’d cannot promote or encourage ii~ea~ed liquor consu~ption and ,it
’ca~lt~r its.-~r~j~ ~(i~rea~ed ~rlces *ou!~L~.~r~sl!aced sales)
.Kt~~ ~~~ of ~s sold h~s gr~ ~ ~ ~ery I~ annuat~r~e
due to the. very I~ annual prl~e, i~reases OF distilled iiqqor qn~d S~.ie
F~derai liq~ tax~. ~hi~h Eave not ~ngcd since 1~57.

I~hile the board iS restricted to slo~ net Sales gro~,th
direct sa|~es expenses have gro~n at a ~�’h faster ra~e (1~.6 percent~
b~t~¢~ FY 1971 to FY 1~8~. Although the cost~proflt s~z¢ is not ~he
besult of the b~rdI mahagmen%but is more ln the nature o~ .th~ s~tm,
theboard h~s t~d~d~to expend’~re of its t~m~ effor~s~
I~q~ ~r~odis.ing ~han ~ I~s enforc~en~ activities.

~hileliqu~r me~chandising activities have expanded (in the number of am-.
~loyees andr~ail outl~t’~)~ the liquor �ontrol. r~gulat~y fes.o~.rces have
reallzed rely T|ttl~ growth to meet increasedenforcement demands. The
number of retail liquor licensees to be policed In¢~ased from 6~50B to
8,387 between FY 1971 to Fy

D~rlng the same perlod~ totat ~egulatory personnel 16creased from 103 to 113
persop, s ortO’ p~rcen~. The number of retail licensees per regulatory
~mpioye~ increased f~em 57,5 to 81,~ during the ten year

Although this allocation’of resources may be satisfactory, the situation
has been nothd in ~1. audits by the Legislative Budget Committee. The most
recent raper% LBC Report No. 78-13, ~as issued In December 1978.

Just ,~hy the enforce~en~ staff has .~ot kept pa~e ~ith the growth of the
system Is not clear. The reasons ~ay be ...external to the board’s operations
and involv~ the executive budget process ~d/or leg!s~tllve policy con-
siderations. ~he de~and fo~ s~ate ge~era~ fund revenues may be so crltical
that these funds ar~ being taken from ’liquor profits at the expense Of
liquor la~ enforcement.

Other than the enforcement staffing poli~y question, ~hich’ma¥ be outside
the prerogative of ~he Board, the Board has apparently done an excel|ant
policy level Jobof maintaining liquor control as charged by the Steele Act.
Con~’.ur~p.t|dn has been kept down ~nd cnforbment seems to be satisfactory.
Irresponsible ~ompet]ti~e practices are ~e~t in control and the purity of
alcoholic products has bach maintained.

Potent!a| Liquor Control Policy Problem~, Several. policy.level problems
have emerged during recent years relatiVe’to the state’s liquor Control
system.. These probie~s are briefly discu~ed bel~t

e
e
e

The highprices of !lquor in ~a~hlngtc~
The pricing of wine and beer
The unequal distribution of liquor revenues
The role of state government In retail liquor sale~
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Hl’gh prices - As a result Ofthe recent ~hift from the ounce tax
to the liter tax, the ounce tax was increased fror~ four cents to
Five cents per ounce or $1.72 per liter. This Increase has, in
turnt.resulted In the highest liquor prices in the nation.

The high prlces.db not result from liquor merchandising by the
State Liquor Cc~nt~ol Board, b~t’are the result of the 10 and IS
percent sales tax and the ne~ liter tax on I.lquor. Almost 30
percent of the prlceof a bottle of spirituous liquor is the
result of these special taxes.

¯ The original,.Intent of the Steele Act was to offer liquor For sale
ln state operated’~ispe~serles at io~ prices to discourage boot-
legging and to control irrespo~sible merchandising p~actices,
Profits were to be put to ~ork for.social bettement with revenue
generation of secondary imlbort~n~e. Ho~mver, "’all that has
changed since the early 1960s. !Revenues from.th~ Sal~ Of liquor
have become more than an incidental item. Nearly one billion
dollars ih pr~flts"and taxes ~e~e g~nerated from llquor:sales
during the 1970~ alone. This flgureincludes over $~00 mill(on in
profits and over $5k2 million from the speclal sales taxes on
liquor.

~hi~tOh~’~l~h|iq~O~ taxers encourage ~ax aVoidance and smug-
/~glln9, The public is also becoming increasingly unhappy with
~- ~ashington’s high liquor prices .and the situation �ould get

worse. The Federel government h~s recently announced that it
~ents ~o double Federal liquor excise taxes.

I.f Federal taxes are increased, e.ither Washington~s liquor prices
will go’~hrough the roof or state |IquortaxeS and profit margins
~ill hqv¢ to be adjusted in ~rder to maintain present price
levels. In either case, state ahd-lo~:al governments in Wash-
Ington ~ill probably lose revenue from liquor sales.

~ine and Beer Pri~inq - The State Liquor Centrbl BoardZs pricing
of Hlne has been the cause for cons|d~rabie friction between the
Board and the stateZs wine distribution industry for some tlme.

Prior to 1982, c~ly wine and light bee~ could .be sold In private
reta~i stores. He, ever, state liquor laws were changed during
the:1982 session of the Leg!slature to aliOv~ the sale of strong
b~er by the privat~ sector. No~ the public and.private sectors
�<x,pete for the same~ine and beeb s~les; The fricti~ is caused
by’ the price advantage enJ&yed by the 8~rd. State liquor ]a~s
require that ~olesale and retai.], liquor sales be c~ducted by
~epar~te firms. ~us, thc~B~rd’~ advantage is the result of the
d~ble merkup"pri~ethat ~st be pas~ to the ¢ons~r by the
private sector. ~e B~rd h~s�o ~k ~p liquor ~]y ~ce.

Due to the fact that the wlne~holesalers must pay the state ~lne
tax by the tenth of each month~ they choose to treat the tax as an
acquisition cost and add it to their cost of the wine prior to
applying their wholesale markup. The wine is then marked up again
by the wine retailers.
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., The. follo~ing, is a general e~am~le of the effect of this pricing
-¯ mechanism.-

VLne Markup Cempa.riso~_
Public vs. Privhte
(one liter bottle)

Commercial ~iquor Control Board

Landed Price $ 1.00 Landed Price
Lite~ Tax ÷ .2025 Markup

Harkup Base 1.2025 Base Price
Wholesale. Markup X 35~ Liter Tax

~ho.|esale P~i~e $ 1,6233 ,Retell P~ice
Retali Markup X 35~ General Sales Tax

Retail Price
General Sales Tax

Consumer Cost

Differential

$1.00
x

$ 1.4590
x .2025

$ 1-.6615
x,5.~�

$ 1.7512

2.3090

÷ .5578 cents per liter or 31.85 .percent

Notwithst~nding this 3i.9 percent price advanthge or the captive
"hard Ilqu0r~ market enjoyed by ~he state liquor stores, the
publlc conti.nues to Increase its wine purchases at private retail
outlets.

The private ¯sector n(~wsells over.82 percent of the wine and over
99.5. percent of the beer: so!d !n thls state.    .~

Industry’s answer to the prlcln~ problem has be~n the eiimination
¯ of the State Llquor C0ntrol Board’s authority .to sell beer or
wlne. They.clalm that the 8oardkells wine at a loss in order to
undercut con~ercia.l wine prices. To prove their argument, they
point to the fact that the Board reduced it.s markup on wine from
53.6 percent to ~5.9 percent in197~.

The Board.claimS that the state made a profit of $2.2 million From
wine sales In.1~81~ and it has documentation Cert|fying ~hat its
cost accounting procedures are correct. It is not clear who is
right. The Board,s.method of allocating wine costs seems sound~
but a closer examination Is required before any conclusions are
reached. The Leg:islatiye Budget Committee has also investigated
thls issue recently. A final draft of the Con~ittee~s report is
included in this report asAppendix

It is also pointed out that over 500,000 wine buyers choose to
purchase their wine from a state liquor store because of the lower
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prices and the conven|~nce of purchasing wine at tl~ s~ time as
thin/buy herd liquor.

A recent policy ~hlft by the State’Llq~Jor Control Board and legis-
lation adopted during the 1982 legislative session may alleviate
the heel~ and wine pricing p’rob|em.to 0 considerable extent.

Effective July 1~ 198Z~ the State Liquor Control Board quietly
increased its markup rates o~ beer and wine. In addltion,.the
1982 Legislature amended state liquor statutes to allow both
domestic and cut-of-state wineries to wholesale wine. Beer manu-
facturers have been all0wedto wholesale beer for some t[~ ....

r The Liquor Control Board adjusted its markuPs for wine and beer’
from ~t5.9 percent to 60 and 70, percent respectiv.eiy, These higher.
markups plus the added indds~ry flexiblllty to .reduce its c0sts~

should reduce price disl~arityl increase competi.tio~l and reducei
publlc/private sector Friction in this area. The Board can con-
.tinue to sell beer and wine a~ a con,vanlence. However~ it is
anticipated that the Board’s Share of the beer¯ and wine market
will deteriorate as price �ompetition Is " s.trengthened and.
encouraged,

Legislation to eliminate the sale of beer and wine by state liquor
stores failed to pass durFng the 1982 session. Time should be
allowed to monitor wine and beer prlc!ng to determine whethe~
competitive pricing has be~n achieved,

In addition to wine and be~r pPiclng~ there are other disagree-
ments with Liquor ControlBoard poli¢ies regarding beer and wine
regulatory practices. "A ilst’of primary concerns is included in
this report as Appendix G. The Board should address these con-
cerns and work with the Industry off proposed amendments to the
state |iquor statutes that ere directed towaPd the further reduc-
tion of liquor regulatory fPiction in general~ and wine and beer
price dispa~lty ln.per~icular.

Unequal Distribution of Liquor Revenues - The original stat~
liquor control statutes reguired thdt stata liquor profits be
shared on a 50~50 basis with local governments,

Since 1933, the sta~e legislature has added end incPementally
increased speci}l liq.uor, sales taxes. These special sales taxes
have increased to the ~oint ~here over 57 percent of liquor reve-
nues are generated by IlquoP sales taxes, of the $~8 million in
liquor revenues d[stributed be~en FY 1971 to FY 1980, over 70
percent ~ere deposited in the state genera| fund while the cities
received over 22 percent and the counties 5.5 percent.

The state should study the possible reallgrment of the dlstri-
butlon of liquor revenues between state and local governments~
keeping the original 50-50 split in mind.
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The distribution Formula used ~0 calculat~ the split of liquor
revenues between Cities and counties should also be reviewed-with
consideration of a formula more reflective of recent population
shifts between incorporated and unincorporated areas.

Challenge, to the State’s Ro]e in Reta].] Liquor Sales The
primary purpose of this study is to gather information For the
determination of the s.tate~s role in retail ]iquor sales.

Over the past decadet buS!ness#st primarily the. major food store
chains~ have been unhappy, because they cannot sell hard liquor in
privately operated retail food stores.

These interests are proud of the fact that the United States has
the most efficient food distrlb.utton system in the world. Food is
grown on the farm and distribut6~ to the consumer in a more
efficient manner and at lower p~lc~s than in any other country in
the world° Food retailers 6elievethat they can also do a better
job of distributing liquor. They~point tO theirsuccess with the
sale of wine (over 82 p~rcent of the market ~n spite of their
higher prices) to. prove it. It should be noted that the private
sector operates over 9~ percent of the retail outlets licensed
for off premises consumption.

In bri.ef~ the retailers believe that they can sell more spirits~
¯ore effi.¢iently at the same prices as the state operated system
and make a profit doing it.

The drive to divest the state of retail liquor sales has continued
throughout the lg~0s. A referendum andseveral Initiatives have
Failed. to obtain, enough votes~o~ sighatures during the decade.
No~ the food retailers are trying the legislative process.

This seems to be a national phenomenon~ with several states con-
sidering the question of their role in retail liquor sales.
Rowever~ as of thl:s date~ not ~One liquor control state has con-
verted to a free enterprise system.

Al’though the revenues.the s~ate actually receives frem, liquor
Sales profits (one-half of o~e.pe:rcent of total genera,! fund
receipts or 18.2 million in F¥ 1980) is relatively small,.there
are major problems associated ~ith free enterprise liquor sales.

The remaining sections of :thls~ report will deal: with the fiscal
impacts of varlous..a|:ternative.approaches to liquor control and
review the social Rroblems associated with public consumption of
alcoholic beverages,
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V. FINANCIAL COMPARISON OF THE FREE ENTERPRISE SYSTEM
WITH THE PRESEXT STATE LIQUOR CONTROL SYSTEM

~pproac~h

There are several possibl~ alternatives to our present liquor control
system. The alternatives range from reduced retail sales control to the
complet¢ withdrawal from liquor merchandising by the StateLiquor Control
Board.

Several of the more practica!, possibilities are briefly described as
follows:

Agency System. All state llqoor Stores would be .converted to agencies and
operated on a ’~o~mission besis by private enterprise managers similar to the
present Oregon system. ¯

Dual Retail Sales Syste~ Private individuals and organizations would be
licensed to operate retail liquor stores in direct competitlon with state
operated liquor stores. This approach is slmilar to the present wine and
beer sales situation in the state.

State Wholesale System. The State Liquor Control Board would be~required
to close al, I state operated retail stores and agencies. Privately operated
retail liquor stores woUld be licensed to compete in the open market~ but
would be required to buy all spirits fro~ the state liquor warehouse.
Licensees who sell liquor by the drink could buy ~heir liquor from either
the state liquor warehouse or private retell outlets at the same discount.
This system would be similar to the present Wyoming system.

Licensed Control or Free Enterprise System. The State Liquor Control Board
would be requi-red to completely withdraw from llquor merchandising activi-
ties within two years of the effective date of enabling legislation State
liquor inventories would be liquidated together With the state liquor ware-
house and store equipment. Individuals and/or organizations would be li-
censed by the State Liquor Control Board towholesale or retail liquor on a
free market basis. Harket forces would determine prices and the number of
licensees required.

It was the original intent of this study to identify as many alternative
approaches to liquor control as possible and to analyze and compare each
alternative using the present system as the base. However~ in order to
conserve resources and to complete the study in a timely manner, it was
decided to examine only the free enterprise alternative at this time.

As discussed earlier~ there has been a movement during recent years to
require the state to completely divest itself of both its wholesale end
retail ]iquor merchandising operations. Therefore~ it is most urgent to
give the free enterprise system alternative primary consideration.
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Free Enterprise vs, Present Control System

Free enterprise liquor.control is practiced in some form in all but eighteen
states. Under thls alternativej the State Liquor Control Board would be
required to phase out both its wholesale and retail liquor operations within
a two year period.

The Board would be required to issue either a retail or a wholesale liquor
sales license to those parties that meet strict criteria. However~ there
would be no iimit to the number of licenses issued. State operated fetal|
llquor stores would be phased out as soon as practical. AI| state liquor
inventories would be liquidated and .the state liquor warehouse and store
equipment would be so]d. Rarket Forces would completely govern the sales
and consumption of alcoholic beverages in Washington State. The State
Liquor Control Board would be limited tO the regulatory functions described
in the preceding section of this report.

in order to compare the free enterprise System to the present state control
system~ an estimate of the B6ard~s potential liquor profits and revenues for
the period FY 1981 through FY 1989 has been developed. In addition~ an
estimating model was developed to calculate the potential liquor tax reve-
nues that might be generated under the free enterprise system.

The present system baseline estimate and an estimate of free enterprise
system revenues are then compared to determine the fiscal impact on both
state and local governments. Potential state alcohol consumption figures
are analyzed and c~pared with alcohol consumption In other states.
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Projections of Profits and Taxes Under the Present Liquor Control System

In order to establish a baseline for comparison of liquor control alter-
natives~ it was necessary to estimate the potential State Liquor Control
Board profits and.revenues during the 1980s decade. As a first step~ it was
necessary to project liquor sales for the period.

Table 31 presents a projection of the Board’s potential alcoholic beverage
sales through FY 1989. The total gallon sales projected for the Board is
broken down by beverage.type with both spirits .and wine based on past
consumption patterns, and the growth of the state’s adult population fore-
casted for the 1980s decade. Beer sales are based on the Board’s expec-
tations for I=strong beer== consumption over Lhe same period before the 1982
legislative decision to all o~ the sale of "strong beer~ by private stores.

Table 3Z illustrates the projectlons of per capita consumption of liquor
used to calculate the number of gallons sold during the period.

It must be noted that Table 31 indicates that spirits sales are projected to
grow at about the same rate as the adult populatlon. Wine sales will grow
at over twice the rate as spirits sales. Beer sales are projected to grow
at a much faster rate than spirits-.or wine but much.slower than the Board|s
beer sales during the 1970~s. .However~ beer sales are projected to jump
from 3.9 percent of Board sales in FY 1980 to 8.7 percent by.-FY 1989.

The methodology Used to develop the projections presented in both Table 31
and 32 is described in Appendix B to this report.

In br-ief~ a procedure was used that reflects the change :i.n per capita
consumption of spirits between F¥,.1971 and F¥ 1980 and allows for the annual
increase in forecasted adult population between F¥ 1980 and FY 1989. A
slight variance in the procedure was used For the wine per=capi.ta consump-
tion projection. The first half of the 1970s decade per capita consumption
of wine varied widely. Therefore~ only the last half period (FY 1975 - FY
1980) was used as the base for the projection. As a resuit~ the per capita
consumption of spirits is projected to vary only slightly while wine con-
sumption iF projected to grow substantially (~.51 gallons per capita in FY
1980 to 6.22..gallons per capita.in 1989) during the. period.

The sales projection for beer iS an Independent projection developed by the
WSLCB based on Its own expectations of =|strong beer~= {over ~.0 percent

alcohol content) sales during the 1980s. It should be noted that the
projection was devel0ped by the WSLCB before the decision by the 1982
legislature to allow the sale of "strong beer~ by private retail stores.

All three (spirits~ wine~ and beer) sales projections presented in Table 31
are used as the base For the calculation of annual estimates of the Board’s
potential profits and liquor tax collectlons for the period F¥ 1981 - F¥
1989,
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TABLE 31

Washington State Llquor Control Board
ProJections of Liquor Sales

by Type of Beverage
FY 1981 - FY 1989

(in Ga]lons)

Fiscal Strong
Year Spirits Wine Beer* Total

1981 8,709,517 2,488,901 527,540 11,725,958
1982 9,028,h17 2,612,991 613,687 12,255,095
1983 9,305,606 2,792,228 70~,697 12,802,581
1984 9,568,903 2,974,914 804,694 13,348,5!1
1985 9,823,367 3,155,540. 912,201 13,891,.108
1986 lO,O63,395 3,329,9~1 1,,02~,128 14,380,~64
1987 lo,291,849 3,505,418 1,141,288 14,938,555
1988 10,512,069 3,672,~79 1,264,5~1 15,449,095
1989 lO,728,179 3,8391528 1,395,933 15,963,640

FY 1981-1989
Percent
Growth              23~ 54~ 165~ 36~

Source: Appendix B

~lndependent ProJection byWSLCB before the 1982 legislative decision to
allow the sale of "strong beer" by private retail stores.
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TABLE321’

~/ashington State Projectlons o~
Apparent Liquor .Consumption

by Type -
FY 1981 ~ F¥ 1989~

(Gallons per Capita)

Fiscal
Year

Apparent Adult
Annual Per Capita Consumption

1981
1982
1983
1984
1985
1986
1987
i988
198.9

Adult
Population*     Spirits Nine

FY 1981-1989
Percent
Growth

2,837,601 3.08 hi7h
2,923,908 3.09 h.96
3,004,01~ 3.09 5.16
3,082,6h6 3;10 5.36
3.158,357 3.11 5.55
3,229~522 3.11 5.72
3,297,026 3.12 5.90
3,361,894 3.12 6.06
3,425,355 3.13 6.22

Source: Appendix B

~OFR Forecast

Beer

36.65
37.11
37.55
37.98
38.38
38.77
39.13
3~.48
39.83

Total

45.17
45.81
46.h~
47.05
47.60
48.16
48.68
49.19
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The detailed estimates are presented in Appendix C of this report together
with the procedure used to calculate the estimates. Tab|e 33 summarizes the
estimated annual liquor profits and taxes for the period between FY 19B1 and
FY 1989.

Under the present liquor control system~ potential liquor profits and taxes
generatedby the Board are estimated to total more than $1.6 billion or
average about $178 million per year during the projection period. These
figures include the potential pFof|ts to be generated by the Board°s mer-
chandising and enforcement divisions but do not include the holding back of
working capital on the last month of each flscal year. The annual working
capital figures listed in-Tabie 6~ Appendix C must be deducted from net
merchandising profits each year in order to determine the actual amount to
be distributed to state and local governments,
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Flscal
Year

TABLE 35,

Washington State ~iquor Coflt.rol Board
Projections of LiquorTa~es and Profits

FY 1981 - FY 1989
(Hil.l.!ons of Dollars)

Total Tot~l
Taxes. Profits

"Total
Revenues

1981’ $ 73~6 $ 55-5 $ 127.1
1982 90.2 64.1 154.3
1983 94.6 68.0 162.6
1984 99.0 72.4 171.4
1985 103.6 76.7 180.3
1986 108,1 80.9 189.0
1987 112.8 85.2 198.0

1988 117.6 89.7 207.3
1989 122.5 94.3 216.8

Total

FY 1981-1989.
Percent
Growth

$922~0 $684.8 $1,606.8

701

"1981Actuals

Source= Appendix C
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TABLE 34

- Washington State Liquor Control Board
Summary Comparison of Present Control vs.

Free Enterprise System - Potentlal Revenues
FY 1981 - FY 1989

(Hlillons of Dollars)

Total Revenues

Fiscal
Year

1981
1982
1983

1984
1985.
1986
1987
1988
1989

Free Necessary~¯
Present Enterprise* Percent Percent
System System Difference     Decrease Increase

$110.4 $ 84.8 ($25-5)     23.11~ 31.09~
130.4 104.3 (2G.1)     20.01 25.78
i37.8 109.2 (28.5)~ 20.53 26.93
145.0 114.3 (30.7) 21.16 27.73
152~6 119.1 (33.4) 21.92 28.96
160o4 124.5 (35;8) 22.34 29.83
167.4 130.0 (37.4) .22.35 29.91
175.0 135.3 (39.7) 22.69 30.59
183,0 140,9 (42.0) 22.99 31.21

Source: Appendix E~ Table 1

*Based on same net sales base as present conLrol system

*~lncrease in spirit taxes (liter tax~ 10-15~ sales tax and 860 taxes)
required to make up revepue differences
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Financial Comparison of Present System to the Free Enterprise System
Alternative

Table 3~ indicates the differences in liquor revenue potential when the
present liquor control system is compared ~ith the free enterprise system.

Table 34 Indicates that~ when using the.-same sales projections for a base,
thefree’enterprlse system would generate between 20 and 23 percent less
revenues each year during the comparison period. Table 35 indicates that
the largest portion of the loss of revenues would be experienced by local
governments. The reason for this lopsided result is the nature of the
state’s procedure for distributing liquor revenues to state and local
governments. Loca] governments get half of all iiquor profitsi but only 13
percent of all the liquor sales taxes collected. However~ under the free
enterprise system the Board’s liquor profits arecompletely eliminated.

The step by step method used to calculate the-annual revenues generated by
the free enterprise system are described In Appendix D and the annual
estimatesare summarized in Appendix E.

In calculating the comparative differences between the two systems,l.the
approach used assumes that liquor consumption would be the same under both
systems and that the private wholesalers and retailers would have to pay,the
same price for liquor as the WSLCB does under the present system. .The
approach also assumes that the wholesale and retail markup for spirits would
be 20 percent and the wholesale and retail markup for beer~ and wine would be
35 percent.

The beer and wine markups were determined from p~esent price postings by
state wholesalers and retailers. However~ the markups for spirits are not
known. The Z0 percent markup rate used in this comparison.was obtained from
other free enterprise states~ such as California. Washington’s present
liquor tax structure is also used for this comparison.

The object of this comparison is to determine whether the liquor related
taxes generated under the ’free enterprise control system can match the
profits and taxes generated under the present.liquor control system based on
theassumptions Its.ted above.

Liquor related taxes include the special sales taxes on spirits and beer~
increases in the general sales tax revenues on wine sales~ increases in
state and Iota1 business and occupation tax revenues created by increased
private, sector activityp and the increases.ln revenue from liquor ILcense
fees as a result of the many more retail liquor outlets to be authorized
under the free enterprise system.

Can the license system match the revenue generating capacity of the present
system? The answer is no when the comparison is based on the same set of
assumptions and sales projections.

As illustrated by Table 3h~ the free enterprise system would generate much
less revenue than thepresent system at the same level of consumption. In
fact~ the licensed system would require increases in the spirits related
taxes (the liter tax, the 10 and 15 percent sales tax~ and the B&0 taxes) of
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TABLE 35

Washington.State Liquor Control Board
Summary Comparison of Present Cbntrol vs.

Free Enterprise System - Potential Revenues
State and Local Governments

FY 1981 - F¥ 1989

State=s Share of Revenues

Free Necessary**
Fiscal Present Enterprise* Percent Percent

Year System System Difference Decrease Increase

1981 $ 81~9 $ 71.1 ($10.8) 13.231 15.701
1982 99.4 88.7 (10.6) 10,71 .12.30
1983 104.4 92.6 (11.7) 11.28 13.02
1984 109.3 96.7 (12.5) 11.81 13.38
1985 114.4 100.6 (13.8) t2.09 14.15
~1986 119.6 104.8 (14.7) 12.36 14.58
1987 124.4 1.09.0 (15.3) 12.37 14.64
1988 129.5 113.0 (16.~) 12.68 15.09
1989 13~.8 117.3 (17.4) 12.93 15.48

Local Government,s Share of Revenues

1981 $ 28.4 $ 13.7 ($14.7) 51.54~ 113.221
1982 .31.0 15.5 (15.5) 49.79 104.93
t983 33.4 16.6 (16.7) 50,22 106.79
1984 35.7 17.6 (18.1) 51.71 108.50
1985 38.1 18.5 (19.6) 5t.28 110.11
1986. 40.8 19.7 (21.0) 51.61 112.34
1987 43;-0 .21.0 (22.0) 51.18 110.62
1988 ~5.5 22.2 (23.3) 51.15 110,89
1989 48.2 23.5 (24.6) 51,O9 110.75

Source: Appendix E, Tabie 2

*Based.on same net sales base as present control system

~lncrease in spirit taxes (liter tax 10-151 sales taxes and B&O taxes)
required to make up revenue differences
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between 25 and 31 percent to match the revenues generated by the preent
system.

Aiternatively~ state revenues could be maintained through increased con-
sumption rates. Table 36 Indicates that the annual per capita consumption
of spirits ~ould have to increase nearly one full gallon per capita per year
in order to generate enough liquor related revenues to make up the revenue
gap in FY 1~89. The estimated increase In gallons of spirits sold required
to make up the revenue difference ranges from 2~.2 percent in FY 1982 to
31.2 percent in FY

Oue to the large increase in the. number o£. liquor retail outlets, (35~ in
1980 to approximately 1600 i’n 1985)~ it can’be assumed that the free enter-
prise system would sell more liquor than.the present system. However~ due
to higher price% it is doubtful that the free enterprise system can sell
enough liquor to make up the revenue gap as presented in this report (Table
3~) without a concomitant tax increase.

Table 37 iilustrat_es the dilen~a. Using the same deliveFed costs as the
private sector and the 20 percent markup, rate for both the wholesale-and
retail sales~ a bottle of spirits.would genera|ly ~ost the consumer at least
ten percent more when sold by the free enterprise system.    "

The higher, prices would inhibit liquor c0nsumptionenough to make it ex-
-t~emely dlfficult~ at least in Lhe near £~ure~ to raise consumption to ~he
level to match the revenue generation capacity of the present system.
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TABLE

.Fiscal
Year

Wash|ngton State Liquor Control.
Increased Per Capita Consumption Necessary

to Hake up Revenue O|ffarence
Control" vs. Fr’ee Enterprise Syste~

FY 1981 - FY 1~89

Adu I t
Popul at:l on

: Free
ProJected Enterprise**
Spirit Estimated* Spirits
Sales Percent ~ales

(Gallons)    Increase (Galtons)

1581 2,837,601 8,751,711 31.0~ 11,472,617 3.08~!
1982 2,923~509 9,029,417 25.75 11,353,23~ 3.0912
1583 3,004~01~ 9,305,606 26.93 11,811,~0~ . 3~977
158~ 3,082,64~ 9,568,903 27.73 12,222,359 3.10il
1985 3,!58,357 9,823,367 28.96 12,668,2i~ 3.1119

]~87 3,297~02G. 10~291~84p 2p,91 13~370,1~.1 3,1219
1988 3,361,89~ 1’0,512,069 30.59 13~727,710 3.1268
]589 ~,425,355 10,728,179 31.21 14,676,443 3.1319

Free
ProJe¢ted~ Enterprlse~**
~er ~aplta Per capita
Consumption censump~lon

4.O430
~.8828
3.9319
3-9~8
~.0110
~.0~55
~.0552
~.0833

¯Estimate perce6tage Increase required to make up revenue diF~erence between systems,

¯ *Spirit gallonage sales required to make up revenue difference between systems.

***Free enterprise per capita consumption calculated fro~ adult population forecast
and free enterprise galiormge sold,

Source= Appendix E
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TABLE

Washi~gton State L~quor Control
Average Price Of a Bottle ofSplrits

Present System vs. F~ee EnterpriSe System
(Based On Average Priced 750 HL - July 1, 1981)

Delivered..Costs
" ~SLCB Harkup 45.9~

15~ Sales Tax
~1.72 Liter Tax

Wholesale Harkup 20~
Retail Rarkup
15~ Sales Tax

Total Price to Consumer

Control

$3.430.
i.574

.751
1.290

$7.045

FreeEnterprise
System

1.290

.~44
1.133
1.020

Revenue:

Net Profits*
Sales Taxes
Other Taxes Payable

Total Revenues/Bottle

¯ 894
2.041

*$.68 operating expenses deducted frommarkuP

Source: 0FM

2.310
.050

$2.360
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Fiscal Impact of the Free Enterprise System Alternative

Assuming that legislation establishing a free enterprise liquor system
passed during the 1983 session~ it would be reasonable to allow the WSLCB
time to prepare for the conversion.

Figure 7 illustrates a possible conversion sequence chart and time table.

The Board would be authorized to initiate the processing and issuing of
wholesale and retail liquor licenses on January 1~ 198~ in preparation for
the initiation of the free enterprise system on Ju.ly.l~ 1984.

All Board liquor merchandising operations would be phased out by
December 31~ 1984~ and It would be required that all of the remaining liquor
inventory and the.Seattle warehouse be sold by June30~ 1985.

Based on this time schedule~ Table 38 illustrates the potentlal fiscal
impact of a conversion on both state and local governments.

In FY 1985, there would be a one time only revenue gain of approximately $34
million that would be derived from the sale of liquor inventories and the
warehouse. For the purposes of analyzing the fiscal impact of the con-
version1 It is assumed that this one time only revenue source would be
deposited in the liquor revolving fund and then distributed to the state
general fund and liquor excise fund on a fifty-fifty basis during FY 1985.

Assuming that the private sector could sell enough liquor during its first
full year of Operation to equal the projected sales of the present system~
the potential loss of $33.5 million would be more than off-set by the
revenues received from the sale of inventories and the state ]iquor ware-
house. However~ in the four remaining years of the 1980s decade, the state
wou]d receive approximately $64.2 million less while l~cal governments
~ould receive $91.1 million less than under the present system using the
same consumption rates per capita.

At the state level~ the biennial losses would be=

1983 - 1985 $ 3.2
1985 -.I~87 ($~0.2)
1987 1989 ($3~.0)

Local governments would lose a potential revenue share ranging from approx-
imately $21 million in FY 1985 to $24.7 million In F¥ 1989. However~ it
should be noted that state loss of liquor revenues would amount to a very
small percentage of the total general fund receipts over the five year
period while local government’s loss could;amount to two to three percent of
the total revenues received by local governments each year.
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Figure 7
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Fiscal

1986

1988
1989

TABLE 38

Vashlngton State Liquor Control
Co~version from Present Control System to

Free Enterpris~ Systm - June 30, 1985
Sum~ry of Final Impact of Conversion

on State and Local Goverr~ents
FY ~85 - FY 1989

(Revenues in Ri|llons of Dollars)

167.4
175.0
183.0

Total Revenues
Free

Enterprise . + (_) ¯ (-) Net
System     Difference Varehouse Inventory Difference

$1~9.1 ($33.5) $ 9.0 $ 25.0 $ .5"*
124.5 : (35.9) - - (35.9)
130.0 (37.~) - (37.~)
!35.3 (39.7) (39.7)
140.~ (~2.1) - (42.1)

1985
1986
1987
1988.
1989

State=s Sha~a of Liquor Revenues*

119.6 10~.8 (14.8) - (~4.8)
I~4.4 109.0

134.B +~7.3 (17.5) -

1985"
198G

Local Governments Share of Liquor Revenues*

$ 38.1 $ 18.5 ($19+6) $ 4.5 $12.5 ($ 2.6)**
40.8 19.7 (2i.1) o (21.1)
43.0 21.0 (22.0) - (22.0)
45.5 ~     22.2 (23~3) - (23.3)
48.z z3.5 (24+7) - (2~.7)

*Ass~es ’that the ~bneys rece|ved~ fr=m the sale of the.;state liquor ~arehouse and
liquor Inventories Is distributed on a 50o~0 bases to state and local goverr~ents.

**FY 1985 revenues could be reduced by an additional $10.O~mill|on as a result of
e~ployee annual leave and potential unemploy~aent Insurance fund payments by the Board.
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Potential for Increased Liquor Consumptlo~n

It is generally accepted that liquor consumption under a free enterprise
liquor system would Increase. The operating style of a Free enterprise
liquor system ~ould be similar to the present California liquor control
system.

Any food retailer who holds a license to sell beer or wine would be entitled
to a license to sell spirits. Spirits ~ould be prominently displayed in
food stores and promoted to the .extent possible under th¢ law, Large retail
food stores would provide their own brands, conduct specials, and try to
control prices asmuch as possible. Spirits would become a convenience item
and consumption would increase~

It Is ~iffleult to estlmate how.uch consumptton"++ould increase. Neverthe-
less, it is clear that the free enterprise system mould result in i~creased
|iquor consumption, decreased revenues andhlgher liquor prices.

Figure 8 compare~ the per Capita consumpti~on ]eve’ls under consl-d~’Patlon.

Historically, Washington’s pe~+ capita consumption of spirits, has remained
stable at the three gallons per adult per year.since 1~70. Cons~ti.on’is
projected to remain at the three .gallon per capita level through-the .l~80s
under the state’s present liquor control system.

As depicted by Figure 8, the consumption of spirits would have to Increase
by alBost one additional gallon per capita,(a one-third increase) under the
free enterprise system in order to match the revenue loss resu)t|ng from
conversion. However~ it is doubtful that an increase in consumpti.onof this
magnitude could be a¢complished~ at leas~ immediately.

The information provided on Tables ~ and ~0 is provided so that a ~ompari-
son can be made of liquor co~sumptlon in free enterprise vs. control

Table 3cJ indicates that Washlngton ranked in the middle 0~ ~he twelve
~estern States in per capita consumption oF spirits in 1~). ¯ .~owever~
~ashington is the top ranking control state as ~yomlng controls’ li-quor at
the wholesale level only. In order ~o match the revenue losscreatedby a
system converson, ~ashington ~x~J|d have to rank near the top of the list.

Table +0 indicates that ~ashing;on ranks 27th in the consumption-of spiri.ts
among the 50 states In 1979. Hcmvever, ~ashington ran~ed fifth among all the
control states. As a comparlson~ ~ashington ~+ould have ~o rank. among the
top twelve of the fifty states in order to match the revenue loss.resul.ting
from conversion to a free enterprise liquor system.
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Figure 8
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TABLE 39

Apparent Adult
Per Capita Consumption of Spirits

- 1979 -
Ranking of 12 ~estern States
(Gallons per Person over 21)

State
Adult Per

Capita Consumption

Alaska 5.02
Hawall
Vyomlng 3.8h

Colorado ~.81
California 3.73
Arizona
Washington 3.10
Montana 3,04
Oregon 2.76
New Hexico 2.70
Idaho 2.34
Utah 1.8~

Type of
L!quor Control

. System

Free Enterprise
Free Enterpr|s~
Control~
Free Enterprise
Free Enterprise
Free Enterpr:ise
Control
Control
Control
Free Enterprise
Control
Control

Average Total 3.3~
Average Less A~aska

and Hawa i i 3.070

*The state of Uyoming controls only the whqlesale sales of li,quor.
Retail stores are prlvately owned and operated.

Source: Brewers Almanac - 1980
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state

1. Nevada

2. District of
Colun~bi a

]. He~ Ha~psh I re

4. Alaska

S. VermOnt

6. Florida

7. Hawaii

8. Haryland

9. Oel a~re

1 I. Col orado

1L ~alffornla

1~.
i~. Has~achusetts

15. S. Carolina

I~. Arizon~

~7. C~nect Icut
!~. Georgia

~0. Hl~esot~

22. N. D~kota

2~. R~ Islend

Adult
Per Capl ta
Cons~ptlon

9.65

8.81

7.6h

5.02

¯ 4.45

4.03
3.~o
3.8~
3.81
3.73
3.66

3.62

3-52
3.50
3~7
3.46
3

3.78
3.31

3.23

3.23

3.18

Source: Brewers Almanac - 1980

TABLE 40 ..

Apparent Adult
Per Capita Con_~u~.tio~ of Spirits

- 1979 -
Ranking of ~0 States and

Olstrlct Of Col~nbla
(Gallons per Person over 21)

TyF~ of
Liquor Control

System

Free Enterprise

State

26~ New Jersey

Free Enterprise 27. Ma~hlngton

Control 28. South Dakota

Free Enterprise 29. Hiehigan

Control 30, Hontana

Free Enterprise 31. Oregon

Free Enterprise 32. Hississippl

Free Enterprise 33- NL~Hexico

Free Enterprise 34. Virginia

Control 3S. Nebraska

Free Enterprise 36. N. Carolina

Fre~ Enterprise 37. Texas

Free Enterprise 3B- Alabama

Free Enterprise 39- Idaho

Free Enterprise k6. Indiana

Free Enterprise kl. Hissouri

Free Enterprise 42. Kentucky

Free Enterpris~ . k~. ~. Virginie

Free Enterprise 44. Ohio

Free Enterprise 45. Tennessee

Free Enterprise 46. Pennsylvania

Free Enterprise 47. O~lah~na

Free Enterprise ~8. Kansas

Free Enterprise 4~. lo~a

Control 50. Utah

51. Arkansas

Adult
Per. Capita
Consu~ptlo~

3,~8

Type of
Liquor Control

System

Free Enterprise

3,10

3.0~
].Ok
2.7~
2.71

2.70

2..’68

2.60
Z.58

2.56

z.46

2.34

2.3~

2.28

2.26

2.22

2.15
2.12

2.11

2.09 .
z.op
2.08
1.8~

1.67

Control

Free Enterprise

Control

Control

Control

Control

Free Enterprise

Control

Free Enterprise

Con[rol

Free Enterprise

Control

Control
Free’Enterprise

Free Enterprise

Free Enterprise

Control

Control

Free Enterprise

Control

Free Enterprise

Free Enterprise

Control

Control

Free Enterprise

¯ I
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Vl. OTHER CONSIDERATIONS

Public Health~ Safet.ye and Crime

The conversion of our present liquor control system to a free enterprise
system would no doubt make alcoholic beverages, particularly hard liquors
more available to the general pbblic. Consumption would be stimulated and
more alcohol would be sold.

1~hile it cannot be predicted with any precision what the effects of in-
creased consumption would be,~ there Is reason to belleve that Increased
consumption would be followed by Increased-deaths, accidents and sickness
fro, a|cohol related cause~. -.Noderate ’drinkers. would. drink more. Heavy
drinkers would drink more and there ~ould be more younger drinkers.

Table 41 presents Information obtained from the National Center for Health
Statistics re~arding deaths due to alcohol related causes in the 12 western
states in1978. Although the information is several years old and refer-
ences only one year, it does provide an indleatlonof the differehces.in the
number of deaths between contro|lad and free enterprise states.

Washington ranks next to th~ bottom l-n alcohol related deaths among the
twelve western states listed. The lowest ranking state~ I claho, has a liquor
control system very similar to that bf Washington State. The six highest
ranked states all have a Free enterprise retail liquor system, ~yoming~
unlike the.other control states, handles only the wholesale distribution of
alcoholic beverages. . Howeve~ such beverages are sold to the co~smer
through private retail stores Just as is done in the other free. e~terprise
states listed.

The social risks involved with alcolml consumption can be divlded into three
ma~or categorles~ (1) the effect of heavy alcnho| consumption on personal
health~ (2) increased public safety hazards~ and {3} the possibility of
increased alcohol related crime and c~imlnal. Infiltration of. the state’s
liquor industry under the Free enterprise system.

The balance of this section represcnt~ a briefdiscussio~ of the categories
listed above,
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TABLE

Reported Deaths Due to
Selected Alcohol Related Causes

- 1978 -
Ranking of 12 Western States

(Computed as.a Percentage of all Deaths Reported)

State

Alaska
Nevada
New Hexico
California
~yomi-ng
Arizona
Utah
Hontana
Oregon
Colorado
Washington
Idaho

Percent

3.64
2.97
2.76
1".72
1.65
1.5~
1;39
1.31
1.29
1.12
~.08
1.04

Type of control
Control System

Free Enterprise
Free Enterprise
Free Enterprise
Free Enterprise
Control*-
Free. Enterpr!se
Control
Control
Control
Free Enterprise
Control
Control

*Control at wholesale level only

Source� National Center for Health Statistics
Hortaltty Statistics Branch

Selected causes are~ Alcoholic Psychosis~ Alcoholism~ Cirrhosis of
the Liver~ and Accidental Poisoning by Alcohol
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Adverse Health Effects of Alcohol Use

In November 1980, the United States Departments o~ Treasury and Health and
Human Services combined to issue an interagency report* on the health
hazards associated with alcohol consumption.

A data survey associated with the report suggests that about one- third of
the adult population consumes four or Bore drinks per week, A portion of
this third, possibly as high as 3~ percent, are considered to be proble=
drinkers or alcoholics. The remaining t~o- thirds of the. adult population
are very 1|ght drinkers or abstainers.

¯ T~he report also states that al~oho| Is not ¯ product with properties similar
~o those commonly found on a grocer°s shelves. It is a drug that produces
mental as-.wel| as physlcal changes which influence an lndlvidual~s social
~ehavior. 5ome of the health risks listed in the report &re;

Birth Defects and Abnormalities .- Fetal Alcohol Syndrome (FAS)
has been identified among children of alcoholic women. It is
characterized by central nervous system dis~rders~ grov/th defi-
ciencies, and other malf0kmations, particui~rl~’skeletal~ uro-
genital~ and cardiac. FAS Is also suspected to be one of the
]eadlng causes of birth defects associated with mental retarda-
tion.

Gastro Intestinal System Diseases - Alcohol misuse has a poten-
tially.detrimental effect on the ~ody from its point of entry at
the mouth through the entire gastrointestirml tract and related
0rga~= such as the liver and the pancreas. The liver Is often
seriously damaged by chronic alcoho|ism~ the Host conznon dis-
orders being hepatitis and cirrhosis.

Central Nervous System Disorders - Central nervous system dysr
function has.been estimated to be present in 59-70 percent of
alcoholics entering ~reatement.

Depression and Suicide - There is a direct assoclatioq between
~lcoholism and depression in both men and ~omen. Compared to the
general population, a disproportionately high number of people
with drinking problems commit suicide.

Deterioration of the Cardiovascular System - Heavy drinking has
been associated with a number of adverse effects on the cardio-
vascular system, inc|uding a specific deterioration of the heart
muscle, diminished output~ and decreased contractibility of the
heart muscle.

*Report to the President and the Congress on Health Hazards Associated ~ith
Alcohol and Rethods to Infom the General Public of these Hazards - B.S.
Departments of Treasury and Health and H~nan Services, November 198~.
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Nutritional Deficiencies - Alcbhol a~use contributes to nutri-
tional defi~lency and has been buggested as them.st common cause
of vitamin and trace elemen~ deficiency in adults.

Increased Possibility of Cancer - Heavy drinking also increases
the risk of developing cancer of the tonguej mouth~ esophagus~
larynx7 and liver.                                            ¯

Increased-Susceptlbillty to Infectious DiseaSes -.Pneumonia is a
frequent cause of illness and death for alcohol abusers. The
neglect of nutrition~ impairment of lung Clearancesand decreased
immune response mechanisms make alcohol abusers prone to respira-
tory infection.                    "

Tuberculosis also appears more frequentiy a~ong alcoholics.
Since many alcoholics often work as food handlers and dish-
washers| he or she could be a prime source Qf the spread of
tuberculosis.

Nyopathy - Heavy consumption of alcohol is also related to the
degeneration of Skeletal muscles.

The use of alcohol has traditionally been justified on the basis of its
medicinal value--to provide symptomatic relief for pain~ insomnia~ anxiety~
and common stress. However~ there ls only limited and inconsistent support
that alcohol use reduces pain~ Stress~ or tension. Toda.y~ other pharmaco-
logical agents can be prescribed with greater therapeutic effectiveness.

Any potential benefit of using alcohol must be weighed against the attendant
risks.

¯ I
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Public Safety Risks

The Interagency report cited on the pre~ious pages also lists some of the
safety risks of drinking alcohol.

Laboratory experiments have sho~n that body sway, a motor function, shows
significant impairment at a fairly lo~ blood alcohol level of 0.04 percent.
This is less than half the level (0.10 percent).that the stat~ requires as
evidence for driving while under the influence of alcohol.

Alcoho~ intoxication produces a wide variety of alternations In coordi-
nation, sensory-motor pr.ocesse% cognition, and emotions. 5ome of these
effects �ontribute to traffic accidents~ violence, and crime.

In recent years various studies have concluded the following:

Io Drinking .of alcoholic, beverages is a Significant factor .in the
cow~lssion of petty crlmej charges Of di’s~rder!y conduct~
vagrancy~ trespassing; and disturbing the peace. Alcohol is also
highly related to crimes of violence and crimes of a sexual

D~Ivlng ~hlle under, the influence of alcohol. According. Co the
.~ashingto~ Traffic Safety. Commission~ during 1~80 over 18 percent
of all drivers involved in traffic co111sions had been d~inklng
alcohol. Over ~ percent of the drivers involved in laVaScolli-
sions had been drinking.

As the availability of alcohol increases so .does heavy drinking
by teenagers. During 1980, 21 percent of all alcohol related auto
accidents in ~ashington State Included teenage (16-2~) drivers
~i.!~,they comprised only 9.B percent of al! licensed drivers.

Over ~0 percent of juvenile and family court cases involved alco-
holic behavior during 1~80.

Alcohol has also been seriously Implicated in accide~tal death
and Injury as a result of ho~e~ ifidustrial, and recrea=lopai
ac.¢idents.

Alcohol used in combination With other drugs has been reported to
be. the second most frequent cause Of d~ug .related medical crises
in the United 5rates.

Alcohol is a drug (ethyl alcohol or ethanol) ~hlch is classified
as a reversible¯ general central nervous system depressant.
Ethanol �ontkn~ ranges from approximately four percent by volume
for beer to 12 percent for ~lne. The alcohol content for dis-
tilled’spirits can range from 40 to~0 percent.

The consumption of ethanol In combination with other types of
drugs can alter the effect of both the ethanol and the drugs. In
addition to the harmful medlcal consequences.of combined drug
use~ the resul~;ng behavioral effects, may precipitate hazardous
consequences such as serious or fatalaccidents.
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The Washington State Interagency Advisory Committee on Alcohol and Traffic
Safe~y considers the threat to personal safety caused by drinking drivers as
just unacceptable.

"Drinking and driving is a major public health hazard which deserves
close and continuing attention by all governmental and private organi-
zations concerned with highway safety. In ten years (1970 to 1979),
drinking drivers were involved in almost 173,000 motor vehicle acci-
dents in Uashington State. Over 122,000 people were injured in the
accidents and more than ~,200 were killed. Over half of all fatal
traffic accidents in the state durlng the period involved drinking
drivers.

If this carnage is allowed to continue at the same rate through the
next decade, a number of people equal to one in every 33 state resl-
dents will be killed or injured in a traffic accident involving a
drinking driver. The economic costs alone will be measured not just in
millions but hundreds of millions of dollars."~

Severe or Prevalent Risks

Of all the health and safety hazards identified by the federal government’s
Interagency Committee on the Health Hazards Associated with Alcohol, the
following five~ in the committee’s judgement, are the most severe or
prevalent:

1. Fetal Alcohol Syndrome
2. Alcoholism
3. The major medical consequences of drinking, i.e. liver disease,

cancer and heart problems, etc.
4. Accidental death and Injury
5.    Alcohol-Drug interactions

Social Costs of Drinkinq Liquor

Recent surveys of American drinking patterns conducted for the National
Institute on Alcohol Use and Alcoholism by Louis Harris and Associates and
the Opinion Research Corporation indicate that around 29 percent of the
natural drinking age population are abstainers, 34 percent are light
drinkers (up to four drinks per week), 24 percent are moderate drinkers
(from four to 13 drinks per week) and 1~ percent are heavy drinkers (From lh
or more drinks per week to flve or more on at least one occasion during the
week ).

Applying the median amounts consumed by each class to total liquor soles in
the U~S,, 63 percent of the total population (abstainers and light drinkers)
consume approximately 10 percent of all alcoholic beverages, Twenty-four
percent (the moderate drinkers) consume approximately 30 percent~ and the
remaining 1] percent (heavy drinkers) consume 60 percent of all alcoholic
beverages sold in the United States.

*Findings and Recommendations of the State Interagency Advisory Committee
on Alcohol and Traffic Safety~ February 1981.
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This survey data generally agrees with the survey data used by the Federal
Interagency Committee which indicatedthat between 10 and 11 percent of the
national drinking population are the problem drinkers or alcoholics.

Although statistlcs pertaining to the charaGter|stlcs, of liquor consumption
in ~ashington State are not available~ the nationa| statistics could be used
to indicate the parameters of state liquor drinking. Based on the state’s
adult pepu|ation~ there may.have been as many as 275~000 to 360.~000 heavy or
problem drinkers state-wide In 1980. This may reach.a potential 3~0~00 to
4501000 heavy drinkers during the next decade.

The social costs, resulting from drlnklng of this magnitude are very diffi-
cult to estlmate. However~ they may amount to millions of dollars each
year ....
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Potential for Increased Crime and~Crimina,1 Infiltration

Liquor control enforcement officials in Washington State and many other
states are constantly concerned with the preventlon of liquor related crime

-and criminal penetration of the liquor industry.

.In addition to robbery~ theft~ prostitution, and other .crimes related to
liquor~ ilquor Is a con=nudity which lends itself to use by criminal organi-
Zations. I|legal money can be laundered and used to supplement.income
derived From vice actlvitles which are co~only associated with liquor,
(Since most ~onies generated by criminal activities are derived fro~
lllegal sources such as narcotlcs~ gambling~ prostitutlon~ or loan
sharking~ the criminal cannot reportthe Income. Consequently~ it is neces-
sary to give the lllegally obtained monies an image of legitimacy. The
process of conversion is known as Ulaundering~,)

l~hile there is very little published Information regarding specific cases
of criminal infiltration of the liquor industry~ law enforcement officials
and our own pre-Steele Act history indicate potential for increased crimi.-
hal inv01vement. Laundering opportunities and the possibility of high
profits naturally attract the undesirable elements.

Since almost all checks and credit card receipts are traceable by law
enforcement officials~ businesses such as restaurants~ theaters~ bars~ and
liquor stores tend to be desirable for laundry operations. These types of
businesses are capable of absorbing a large amount of cash. Privately
operated l|quor stores are very attractive and susceptible to takeover by
organized crime.

One of the major concerns of the state liquor control enforcement officials
is the increased potential for hidden ownership of liquor stores for illegal
purposes If the state opens up the sale of liquor.

The possibility of criminal Infiltration becomes more disturbing when one
considers that ever~ method used to obtain the illicit funds can also be
applled to the legitimate market place, Unfair business advantage over
honest businessmen can be gained by the ruthless elimination of competi-
tion.

In ~ashlngton State~ tight controls and.strict enforcement have kept crimi-
nal activity at a minimum. The ownership of wholesale and retail operations
has been kept separate and the manufacturers of liquor products cannot o~n
or have any interest in a liquor retail establishment.

Conversion to a free enterprise liquor distribution system would greatly
decr.ease control and provide large profits to those who would eventually
control distribution. The risk of infiltratlon by criminal elements may
increase as state control is reduced and detection made much more difficult.

Considering the seriousness of the varlous hea!th and safety hazards asso-
ciated with liquor consumption and the high risk of increased crime~ it is
evident that the adoption of state policy that would encourage Increased
llquor consumption and~ at the same time~ indlscrimlnately decrease liquor
control would not be in the best interest of the people of the state.
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ffuch more information is required relative to the extent and nature of
drinking in Washington State. The drinking patterns of state residents n~JSt
be identified more accurately together with the direct effects of heavy
drinking on public health and accident involvement. If possible~ the direct
effect of increased drinking per capita on public health and safety should
be determined so that the full costs of conversion can be considered.

Although there is very little .quantitative information available linking
increased alcohol consumption with the inherent risks~ conversion to the
free enterprise system ~ould likely have negative health and safety.impacts
on the citizens of Washington.
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VII. FINDINGS, CONCLUSION~, AND RECoHHENDATIONS

Purpose of Study Restated

The. purpose of this study has been to collect, assemble~.and, anatyze-,infor-
matlon regarding state liquor.pollcy and the s~ate~s future role In retail
liquor:sales._ it.is no~t the purpose, of this, study to Judge. the’day to day
financial or administrative performance of .the State Liquor Control Board
or to compare the Board’S managerial performance to similar private sector
opera[ions. Adequate information must be provided to decision makers so
that they can determine|, as a policy matter~ whether it is necessary or even
desirable for. the state to continue in the. retail liquor, business.

Additional time-, would, be required to determine the Impacts of a.l-I, of the
alternatives and to gather adequate Information regarding the health and
safety risks associated with increased alcohol consumption. However, based
o~the ~nformation present in. this report, it.can be concluded .tha~th~re is
.rm advantage for the c.lti£ens of Washingtonto convert the pr~seqt,,iiquor
merchandising syst~n to a free enterprise market approach at thls.time,

Findinqs

It is important to understand that ~ashington~s present liquor control
system ~as created at the end of the-prohibition era. After 1~ years of
prohibition~ it ~as apparent that the co~)lete restriction of a.lcoho}would
not ~ork. ~ashington~s citizens repealed s~ate prohibition
So~ for a short period of time between 1~32 and 19~3 state liquor sales went
completely unregulated.

The manufacture and sale of alcoholic beverages ~as left complete|y in the
hands of private business, Profit motives were high.and undesirable ele-
ments were again attracted to the industry. Unacceptable competitive prac-
tices followed. It was not a desirable situation.

Again~ the people demanded that something be done to control liquor sales.
As a .comprom|se, the ~ashlngto~ State Legislature adopted the Stee|eAct in
i~. Strict state control of liquor manufacturing and sale was placed into
law. Since 19~)~ the citlzens of ~ashlngton have been relatively quiet On
the liquor sales Issue. The on|y.major change to the present system oc-
curred in 19~B.when Initiative-171 was adopted by the voters. Thls initia-
tive allowed hotels~ restaurants~ and clubs to sell.liquor by the.drink.

Several attempts were made during the 197Ds to a11o~ the sale of hard liquor
in gr~ery stores. However~ none was successful.

~T~nv~sion of ~he present state llquor .e~handlsing a~a~h tothe
~i:~pen market system would result In less revenue, higher liquor pr.i~s~ and

the increased can~u~?ti~ of hard liquor. :E~a~t;~~:!~i:~~3~~ ’prlc~
~imc,r~e~eet~’~b~l-T~r’;:~’~~’bt~ levels are difficult to esti~te. H~-
ever~ the esti~tes calculated in this report reveal that a free enterprise
System ~ld have to generate bet~en 2~ and 30 percent ~re hard liquor
c~s~pti~ per capita each year In order to match the revenues projected
For the Liq~r C~trol. B~rd ~rlng ~he s~e peril.
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It can be assumed tha.t per capita consumption, of liquor would be higher
under a free enterprise System because the number of retail outlets ~ould
likely Increase flve to ten fold. In addition, the av~ilabi]it.y of hard
liquor .in grocery stores ~ouId make it a convenience or impulse item which
would also stimulate sales.

Vhether consumption .~ould ever reach the level necessary to match the reve-
nue~generation capacity of thestateliquorsteres Is not kno~m. Generally,
pri.ces ~ou]d be higher due to the double~holesale/retail markup procedure
used by private enterprise, Thus~ ¢onsumption.~ou]d be ;nhlblted to some
extent,.

~he nonflnancial Impacts ofalcohol cgnsumption are also very difficult to
quantify.. However, they are identifiable and can be divided into three
categories= (1) the effeet~ on personal health| (2) increased public
safety risks; and~ (3) the possl.bility oF Increased alcohol related crime
and criminal interest in liquor distrlbution.

Considering the seriousness of the potential risks, it is evident that the
adOption oF state policies that could stlmulete alcohol consumption end
encourage crime ~ould not be in the best interest oF the people of ~ash-
lngton. It would be irresponsible to substantially change the present
system unless Further in-depth Investigation proves this report’s conclu-
sions incorrect.

The overall conclusion is that ~ashington has had an excellent liquor con-
trol system in operation for many years. The~.e has not been enough interest
on the part of ~ashlngton’s citlzens tQ modify the system since 1948.
Ind0eed~ public sentiment appears to be mo~l.ng in the opposite direction--
toward more restriction~ on. liquor sales and reduced pub.lie consumption.
Drunk driving, youth alcohollsm~ and the health problems associated ~ith
liquor consumption are Issues that seem to be the slgnifi.cant concernof the
general public at thi.s time.

Based on ~he information gathered by this. study~ ~here is no advantage for
the people of this state to convert to a free enterprise liquor sales ap-
proach. However, there are severa~ policy and regulatory probl~s.that the

"legislature. and/or the Liquor Control Board-should address to improve the
efficiency of the system.

G~eat care.should be taken tq properly .eValuate any proposals that
fundamentally change the present, system. Any change should b~ deliberate,
rational~ ~nd ~ell thought out.             .
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R ecommenda t ions

The question remains: ’~hat is the proper state government role in retail
liquor sales?"

!Although it can be argued that government has no business’being involved in
a profit maklng business~ it also must be recognized that |iquor is not like
any other product available on grocery store shelves. Liquor is a drug
{ethanol) which influences a person~s .social and emotional behavior. Its
.increased avai]ablllty ~ould directly re.suit in Increased consumption. As
consumption lncreases~ sowill alcohol abuse~ Including abuse by teenagers.
Ac¢ordingly~ strict state control is necessary.

The retail sale of liquor by state government is a iegitimat.e component of
liquor control policy. Consumption is restrained and the flo~ of liquor is
properly �~trol led, There.fore~ rctal.I l iquor sales by state government is.
desirable, i~,~hy modifications to a system that Is ~orklng raises questions
of public risks that are not desirable and should be considered in a very
del Iberate manner.

If ~ignlf|cant interest.in the Free enterprise system should develop, the
following additional’steps are recommended to collect the additional infor-
mation necessary to make an Informed policy decision.

-1. A Governor’s task force should be organized Lo refine and expand
this study and to formulate liquor policy for the Governor’s
consideration.

Additional information should, be collected and evaluated re-
garding the public health and safety risks of Increased alcoho|
cons~’aption.

Expert testimony should be taken regarding the risks of increased
crime and criminal activity.

A random s~mple survey should be conducted to determine public
inters~ in grocery store liquor sales and to determine state
drinking patterns,

A detailed study of the alternatives to the present liquor con-
trol approach should be completed.

It ls also suggested that any fundamental change in state liquor
control policy be submit~ed to the voters for approval.

Finally, the legislature and/or the Liquor Control Board should
address the Nine and beer pricing and regulatory problems i denti-
£ied during the course of this study and listed on Page 61-63 and
Appendix G;

~6
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APPENDIX A

. WASHINGTONSTATE "
INITIATIVE AND KEFERENDUH :LIQUOR CONTROL NEASURES

1914 - 1981

November 1914 - Initiative No. 3 - Statewide Prohibition
Passed -189,840 - 171,208

November 1916
Failed -

November 1916
Failed -

- Initiative No. - 18 Brewers Hotel BIll
~8,35~ - 263,390

- Initiative No. 24 - Brewer’s Bill
98,h83 - 245,399~

October 1916 - Initiative No. 26 - State Prohibition District
No petition filed

November 1918 - Referendum No. 10 - Bone Dry Prohlbltlon
Passed - 96,100 - 5~,322

March 1919 - Referendum No. 14A - Intoxicating Liquor
insufficient signatures on petition

November 1932 - Initiative No. 32 - Repeal of Prohibition
Passed - 341,450 - 208,211

December 1938 - Initiative No. 9 - Liquor by the Drink
.No petition fi|ed

November 1948 - Initiative No. 13 - Restricting Sales
State Liquor Stores

Failed - 208,337 - 602,141

of Beer and Wine to

Hovember 1948 - Initiative No. 171 - Liquor by the Drink
Passed - 416,227 - 373,418

Hovember 1968 - Initiative No. 242 - Driver Implied Consent Intoxication
Tests

Passed - 792,242 - 394,6h4

November 1972 - Initiative No. 261 - Liquor Sales by Licensed. Retailers
Failed - 634,973 - 779,568

January 1972 - Initiative No. 262 - Minimum Age for Alcoholic Beverages
No petition filed

November 1973 - Referendum No. 36 - Hinlmum age for Alcoholic Beverage
Consumption

Failed - 495,624 - 519,491
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February 1975 - Initiative No. 305 - Legbl Age for Alcoholic Beverage
Consumption

No petition filed

Narch 1976 - Initiative No. 326 LiquoP soldln Retail Liquor Stores
Sponsorship OF initiative withdrawn:

March 1976 - Initiative No. 332 - Re~ove state from Reta|l Liquor Sales
No petition fi|ed

February 1978 - Initiative 351 - Lo~er Age for Alcoholic Consumption"
i "     No petition flied

’
;i~i!~!!.~i-;:i~i~:.,i-~-:~ebruary 1979 - Initiatives No. 36~66 - Retail Liquor: A private business

No petition filed

February 1981 - Initiative No. ~0~ Retail Liquor-: A private business
Required number of signatures not obtained.
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HAJOR CONTRIBUTORS*
PRIVATE RETAIL LIQUOR SALES INITIATIVES

Initiative No. 332

Safe~ay
Associated Grocers
Washington Food Dealer Association
Blrkenwa|d Distributors
Food Industry Association

Initiative No. 365

Safeway
Washington State Lice~sed Beverage Association
Hol|day Foods
01s0n’s Foods
Hoggen Foods
Fred Heyer
Grove Tavern
Columbia Center
Kosauers
Cost Cutter Stores

Initiative No.

Safeway
Gary Raden and Sons
Rosauers
Birkenwald Distributors
Albertson~s’
Fred Meyer

$15,385
2,500
1,500
1~000
1,000

1979

$1~500
5,~00
3,000
3,000
2,000
2,000
1,500
1,500
1,000
1,000

1981

$1k,000
~,~00
2~900
3,500
3,000
~,000

*Washington State Public Disclosure Commission
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APPENDIX B

Washington State
Alcohol Consumption and’ Sales Projections

FY 1980 - 1989

The following information is presented to describe the methodology used to develop the
forecast of alcoholic beverages to be sold in Washington State.during the period 1980-
1989.

Historical Bata

State Residdnt Population
over 21 years from 1971-
1980. (Forecast|rig and
Estimation Divlslon/OFH)

1980 Increase

2,090,069     2,743,209

Bo Alcoholic Beverage Sales
in Washington State
1971-1980 (Washington
State Liquor Control Board)

1. Spirits (gallons)
WSLCB Sales 6,314,186 8,439,527 + 2,125,341

(33.66~)

2. Wine (gallons)
WSLCB Sales

Private Sector Sales

TOTAL Wine

1,429,607 2,286,153 + 856,046
(59.91~)

5,194,577 !0,094,621 + 4,900,044
(94.33~)

6,624,184 12,380,774 + 5,756,590
(86.90~)

3- Beer (gallons)
WSLCB Sales

Private Sector Sales

TOTAL Beer

64,055 .445,359 + 381,304
(595.28~)

67,779,32! 98,704,620 +30,925,299
(4s.63~)

67.,8~3,376 99,149,979 .+3],306,603~ (46.15~)
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WSLCB

:~Y :~:;’:~-:~.~’::" -! !!:~:~i"" " YOTAL
.: - . W~LCB 9~67~¯ ~~ p    ¯~-,""- ,. " ,. - r Irate 90.33~
.. ~.:-:<~: ,..,~?.: :.-.. .
~::::L’~:’:~:":.~a~e,Y Per ~pFta Cons:~pti~ (gallons)
~:~:]~.~-.:, L,~. (.t6tai)ale~ ~, over 21 popu]ation)

~; .~,~::~ .L :-. .~:’. " . ¯ .
~’~ ~:~"-" :." -.: :’I ~

Spirits 3.0210
~’~L ~’~.~;" ~" :. ’: "

2. Vlne 3.17~.:,:--..

Beer
~SLcB ,O009Z
P~iVate Sector 99,99~i~

Increase

81,53k + 3.11k

.,00~� + .0o~st
99.99~6 .- .0035k

9,.31t - .36t
9o.69~ + .36~

3.0765 + .0555
(1,.8~)

+ 1.3~
(42.27~)

~ . 3, Beer 32,46 36.14 + 3+68
-.- (II.34m)

’+ " m A ~ state. ReSident popu]ation
over 21 yea’rs i9B0~:i989
(Forecasting and EstimaLion

1980 1989 .increase

2,743,209 3,425,355* + .682,146
(24.87~)

¯ ’-:-~-: " ’ "YO.~:.l¢~Jlate the per capita �Onsumpti~ rate for 19B9, .a fopmuia was developed to
’ ::::;, -:i ....... e!#i~i|:~kt .change that wouid ~cOr .as a resUl:t :of a pro ected Increase in    uia ion+/. :,....++-_p .......,.~.-.-.... = . ......:- . .... . . J .. .. . ~p    t .
..+-.,.+’:. ’ --~+:~).?.,~�.+..~I ~h t, he ~++t6rlcal Increase )n ~r capita conS~t.lm rateof.the prl+r
.... :+. ".: ::.~::~r:pErmod. ~ sl mght VarianCe In thefo~ula was use~ for wine per capita. The

¯ -, ~::":~";~i~t’~alf decade per ~apita cons~ption fbr wine varied wid~] , Ther f "++~,..~ ...... ~.~ .+-,:~.., .. , . . y � or¢~ ~]y
..... ~"+.:+. ~. -t~’;Ip+z ~.years was used as a base .period. ~e result was then ~Itlplled by2
. .++.~:::::,/,. :a~j~++ ~t a 10 peatbase "figure. +~e formulas are as fol1~+- ’

-:~+.~..-+,-’v:L". .z" ’" " " ¯ " " ’ " " "
+.. +?.++!.;::,~,.+ ~,::~:~:,..;:: :-+.. . . .
~?(~A: ~b~.t:e~ent populati~ projection was .develO"ed b thb Forecastin "~:~,,-~.-~.~:+~’;~ . P Y and ,Estim tlon
~" ,"’.~. l,vl~:i~h, oF the Office of Financial Man~g~Ent hot was not used as t:he.basls for
~.:~ :~On~mption projections developed In this appendix.

++: ~,      ~. ,::...~/:- , -.
’:;. ,:n. : ; : "

~ .~ ~, ~; ~’~ . .:~-....:..~.~,,<~,:~:.,+:~.:~ ....... . ~ D I
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Sp i r its*

Step 1 :_

1980 PC 3.0765162 - 1971 PC 3.0Z10419 = .0554743
PC net increasei1971-1980

1980 PC 3.076512 ÷ 10 year increase .0554744 PC
= 3.131986~/i989 PC

~ To determine annual per capita rate

year increase .0554744 PC X annual ~ of population growth of
682,146/1980-1989

Example=.

1980-1981 population growth is 94,392~ total growth 682,146
1980-1989 = 13.84~ ¯

’=0554744 PC x 13.84t = .0076776 Pc growth.for 1981
.0076776 + 1980 PC rate of 3.0765162 = 3.0841938 1981 PC

2. Wine

Step

1980 PC rate 4.5132 PC - 1975 PC 3.6609 = .8523 or~5 year
(1975-1980) PC growth

.8523 X 2 = 1.7046 or 10 year PC growth
1980 PC 4.5132 + 10 year change 1.7046 PC - 6.2178/1989

PC rate

Ste~ To determine annual PC rate=

10 year increase of 1.7046 X annual t of pbpulation growth of 682.146

Example:

1981 population growth is 94,392 ~ total lO year growth 6.82,146 = 13.84~
1.7046 X 13.8h~ = .235917 PC growth for 1981
.235917 + 1980 PC rate of 4.5132 = 4.7491 198i PC rate

3- Beer

1980 PC rate 36.1438 - 1971 PC rate 32.4599 = 3.6839-10 year
growth PC

~ To determine annual PC rate=

10 year increase of 3.6839 X annual ~ of population growth of 68,146

*PC = Per Capita
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1~81 population growth IS 9~,39~ ~ total 10 year growth 682,.1~6
3.6839 X 13.84~ = .5098~ PC growthfor 1981
¯50985 + 1980 PC rate 36..1438 = 36.6537 1981 PC

Annual Consumpt!on (GallOns So.ld)

= 13.84~

To determine the gallons sold each year theannua:! per capita, rate resulting from
the above formula is mui.t~plied by the ad~ilt popu]ation=

Example:

Ov&r 2,1 1:98.ii :PC. Co~sumpt Ion "
.P_opu | at i:on Rate: (Gall Ions Sol d,)

Spirits 2,.837,601 X. 3..08~-1938
~ine 2,837,60.1 X ~:7~92:- 13,~76-,~3~Beer 2,837,601 X 36-6~37 " t0~,.008,576

D. Marke.t Share

To determine the market share of wlne and beer that i.s s~l.d through¯ the WSLCB
stores, a stralgh~ his~orica| base for the prior ten. year period was used.

Beer - 0.00~92~
Wine - 18.,0~

Spirits are sol-d, excluslve)~ in-~SLCB..store~.

The following tables are derived ~r~n applying the above formulas�
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Year

1981
1982
1983
1984
1985
1986
1987
1988
1589

~ashington
State L|quor
Control. Board

8,~39,527
8;75J,71!

:9,028,417
9,305,606
91568,903
9,823,367

10,063,395
10,291,8~9
10~512,069
10~728,179

Percent
Privatesector     ..Tot.at Change

8;~39,527
8,.75 !, 711
9~038,417
9~305,606

" " " 9.~823,367
10;063,395
10;291,849

"10J28, ]79

3,67~
3 JOt
3.28~
2,96~

2.~
Z:ZT~

2.06~

Total Percent Change - 26~31~/1980-1989

Apparent
Per Capita
Consumption

3.0765
3.081~
~.o912.
3.0977
3.-10~1
3.11.10
3.1160!
3.1215i
3.1268i
3.13191

1980
!981
1982
1983
198~
1985
1986
1987
1988
1989

1980
1981
1982
1983
1984
1985
1986
1987
1988
1989

2,286,1~3
2,~25,740
2,612,991
2,792,278
2,974,91~
3,155,540
3,329,941
3~05~418
3,672,479
3,839,~28

467,206
487,538
506,780
525,928
5~,646
562,~83
579,661
596,337
612,864

VINE (IH.GALLON~)

I0,09~,621
11,050,59~
11,903,62.7
12,723,15~
13,55.2,384
1~,375,2~6
15,169,729

Total

12~380,774
13~76,:334
14,516,618

~15,515,431
16:,527~298

17,530,776
.!~499,670

19,47~,5~3
-20i,~02,~2

2~,330,713

7.89~
8~84~
7~72~

.6.882
6+..5Z,~
6~07~

~.77~
4;55~

Percent:Change - 72.28U1980-1989

eEER,.(IN GALLONS)

98,7i4,620
~IO3J4~:320

108~ 0~?~120
tl 2~J13 ;5 i 0
1,16,555~ 120
120,703,~00
124,656,430
128,463,270
132,158,91~
135,821~63~

"99,149,979 2.51%
10~,008,530 4.90t
lO8~53~,.66o ~35k
112,818,290 3~94~
117i08f~050 3.79~
121,248,050 3.56t
125,Z18,920 3.27~
129,O~2,870 3.05~
13~,.755,250 2.881
136,~3~,~97 2.771

TotalPercent Change - 37.60U1980-1989

4.5132
4.7492
4.96~8
5.16~9
5.3614
5.5506
5~7283
’5,9067
~0688
6~2273

36.1438
36.6537
37.i197
37.5559
37.9807
38.3896
38.7732
39.1379
29.4882
.39.8309
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Year

Washington
State Liquor
Control Board

TOTAL-SPIR!TSw W!NEtAN0 BEER
(IN GALLONS)

Private Sector Total

1980 1!,171,035 .108,799,241 119,970,280
1981 11,644,657 11%591,914 lZ6,316,575
1982 12,138,946 119,950,747 !32,089,695
1983 12,.604,664 125,034,663 137,639,327
1984 13,069,745 130,107;504 143,177,251
1985 13,523,55~ 135,078,636 148,602,193
1986 13,955,819 139,826,159 153,754,985
1987 lh,376,868 144,432,J95 158,809,262
1988 14,780,885 148,889,093 .163,669,981
1989 15,180,571 i53,312,815 168,493,389

Percent

3.12~

4,57~;

3.79~
3.47~ "

3.0G~.
2~ 95Z

Total 4o.~4Z/!980-1989

.e~pparent
P~r Capita
Consumption

43.7335
44.5152
+5.1757
45.818~
46 ..4462
47,05.04
47.6092
~8. 1674
48.6838
~9. 190o

WASHINGTON STATE POPULATIION PROJECTIONS*

Total Over 21 Numerical Growth
. Population . Population Over 21

!980 4,130,163
1981 4,232,663
1982 ~,~29,586
1983 4,4211,091
1984 4,5i’2,779
1985 4,605,361
1986 4,699~012

.1987 ~,792,826
1988 h,885,~45
~9~9 4,976,813

94,392
86,307
80,~06
78,632
75,711

71,!65
67,50~
64,868

of Growth
Annually

13.8~
12.65
11.74
11.53
!1.10
10.43
9.90
9.21
9.30

Ten Year
Increase    846,650 ’ ~82~146- 682,1~6

*p0pulatlo~:proJectlons were developed ’by the Forecasting andEstl.matlon
Division o~ the office of F,Inanciai Hanag~p¢ In 1-981. A more recent
.projection ~eVeloped in-February 1982 is a~ai]able but was not used as
a basis For the liquor consumption forecasts presented in this appendix.
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.: ~ API~EN~I.X,,.G      ,..

Washing.ton State Liquor Control Board
Ted Yea r l~.roj ~�-~i:’ons ~of~ I~ i q~or~ R~venues and Taxes

’ -."-;-:i" .F~. ~981~ ~ ~ i"9B9~~ ~

Table 1

Table

Tabie

Continuatlonof Present Control System

The following information h’as.been:.genera’ced to.provide projections of the
potential liquor" revenues.earned ar~d-l|quor"s~leS taxes col.lected by the
Washington State Liquor Contro18oard dUr~.i!~g:i.:the.l~et]od’ FY..198-1 -FY. 1989
assuming the.continuatlon-of the state’s present liquor control s.ysteJn.

, ¯ . . ..~,,~. , .     . ’~’..: ,. . .~.~.:           ¯               ’."

WSL~:B Projected s.al~s!o~ Sl~ir"its-~.:~/i:ne and Beer, FY .1981 .... 1989.
-. .... : = ~.. " ~:~... :. .. :,:.:.~ ~ ,.....,.

~/SLCB - ProJected.Expe~ses Z"~Her~i~a:ndi-~-lilg-Oivislon~ FY 1981 -1989.

Table h.

Table 5.

WSLCB - Projected Expenses - License and Enforcement Division~
FY 1981 - 1989.

WSLCB - Projected Net Proflts - Herchandising Division~ FY 1.981 -
FY 1989,

VSLCB - ProjecCed Excess Revenues - License and Enforcement
Division - FY 1981 - FY 1989.-

Table 6. WSLCB - Projected Net Income from Liquor Sales~ FY 198.1 - 1989.

Table 7. VSLCB - Projected Liquor Sales TaxeS~ FY 1981- 1989,

Table 8. ~SLCB ¯ Projected Total Liquor Sales Tax and Revenue~ FY 198!
- 1989.

Hethodoiogy=

The method used to develop the projections presented
tables is described as follows=

In the accompanying

Step 1. Table 1 - The net dollars sales projections were calculated by
multlplying the consumption Of ~pirits~ wine~ and.beer (Appendix B) by the
projected price per gallon,     ~

Step 2, Tables 2 and ~ - The annual.expenses.of the ~SLCB were calculated
using projected tote! gallons sold (Appendix B) by the Herchandising Division
and the Fy 197~ -FY 1981h[stoPl.calpercentage. increase of FTE’s used by the
License and Enforcement Div|sion.as the basis for the expenses,

Step. 3. Table h - The WSLCB’s Herchandising Division’s gross profits on
sales were calculated by deductingthe cost of goods sold from the total net
sales of theBoard.
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Step 4. Table 4 - The Merchandising Division’s netprof|t on liquor sales was
calculated by adding other DivisionInceme-to th~ gross profits on Sales and
then deducting the Division’s expenses (Table 2) from the resulting sum.

Step 5. Table 5 - The License and.Enforcement Dlvlslon~s ~et revenues were
calculated by deducting the D~tvlsion’s expenses (Table 3) from the total
potential revenue collected by the Board for license fees~ and the beer and
wine taxes.

Step. 6. Table 6 " The WSLCB’s potential net income was calculated by the
addition of the sum of the Rerchandislng 9i.vislon’s net profit from the sale
of liquor and the Llcense and Enforcement. DlvIsion*s excess revenues to the
interest income earned by.the Board.

Step 7. Tables 7 and 8 - The potential liqu0r sales taxes collected by the
Board were calculated and added to the total net profits {Table 6) generated
by the Board to determine the total net sales ~axes and revenues generated by
the Board during the FY 1981 - FY 1989 time¯ period.
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Fiscal
Year

1981"
1982
1983
198k
1985
1986
1987
1988
1989

"198.1Actuals

Fiscal
Ybar

1981’
1982
1983
1984
1985
1986
1987
1988
1989

"1981Actuals

TABLE

Washingt~State, Liquor Control Board
Project:ed’Sa!ps ofSpirits~ Wine, andBeer

Fy.!.~8:t...F:¥;1:989        -
¯(Current Dollars)

" Spi fits .

Total
Gallons

8,709,517
9,028~k17
9,305,606
9,568,903’
9,823,367

10,063,395
10,291~8~
1.0,512~069
10,728,179:

Net-.
Prlce:-Per
Gallbn.

$ 24.2177
25.3075
26.4463
27.6364
28.8800
30,.1~97
31,5377
32.9569

Percent
¯Price
Increase

4.50
4.50
4.50
4.50
h.50
h.50
4.50
4.50

Total
Gallons

2,488,901
2,612,991
2,792,278
2,974,91h
3,155,5~0
3,329,9h1:
3,505,418
3,672,479
3,839,528

Price Per

10.2305
10.9~66

12..5328

14.3~88

16.4279

Percent
Price

Increase

7.05~
7.00
7.00
7.00
7.00
7.00
7.00
7.00
7.00

Net Dollar-!Sale~ ,

$2!0,924,469
228,~86,663
2~6,098.,8~7
264,~50,030
283,658,838
303,710~2~2
32~,382,665
346,~45,206
369,~78,484.

Net Dollar
Sales

$ 23,796,880
26,732,204

¯ 30,565,950
3~,8~,870
39,547,752
~,65h,8h2
50,298,5q2
56,384.,305

, 63,075~382
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TABLE~I (cont|nued)

Fiscal
Year

1981"
1982
1983
1984
1985
1986
1987
1988
1989-

"1981 Actual s

Total:
Gallons

527,540
613,687
704,697
804,694
912,201~

1,024,128
1,141~288-
1,264,547
1,395,933

Net PeFcent
Price Per " Price.

__Gallon Increase

$ ’~.645o
3.8o~0 4.50
3.9804. 4.50
4.1596 4.50
4.3467. 4.50
4.5423 4.50
4..74~7. 4.50
4.9603 4.50
5-!836 4.50

Net Oollar
Sales

$ 1,922+883
2,337,534
2,804,976
3,347,205
3,965,064
4,65!,897
5,417,352-
6~272,532
7~235,958

Fiscal
Year

1981’
1982
1983
1984
1985
1986
1987
1988
1989

"198~ Actuals

Total Gallons. ProJected

Spirits ~i.ne Beer Total

8,709,517 2,488,901 ’ 527,540
9,B28~417 2,612,99:1 6!3,687
9,305,606 2,792,.278 704,697
9,568,903 2,974,9~4 804,694
9,823,367 3,155,540 912,2.01

10,063,395- 3,329,9~I: 1,024,128
,10,291,899 3~505,,418 1,14.1,288.

10,512,0~9: 3,672,479: 1,264,547.
10,728,179 3~839,528 1,395,933

12~255,095
12~802,581
13,348,511
1’3~891,108
14,417,46~
1.4,938:;.555
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Total Ne~ ::i~bllai~ saled PPoJected

Fiscal
Year

198.1"
!98z
!983

i985
1986.
1987:
1988,
1989

Sp i r Its        ~/i ne Beer

$2 i0.,9.24,469 $23,796,880 $.1,922,633
228,~86’~663 .2.61,732~204 2~337,53.~
2~6,0~8,~7. 3:0;;565.~950~ 2,80%.976 ..
26~-~50,030 3%8~,870 313~7,205 "

"1981 Actuals

Other**

$145,511
]60,062

¯ !76,068
193,675.
213,043-

257,782
283,56.0

Total

$236,789,743
25T~716,~63
~79,645,841.
302,835,,780i
327|~2%697!
353,251,328

** Alcohol products~ annual ten percent increase per ¯year usingFY 1981
base year

Assumptions)

Spirits and"W|ine:Gallon"Pro~ecti:0ns base, On proJectionscalculated in
Appendix B oF this’report.

Beer GallOn ProJectlon~:ba~ed. on ~SLCB"s~ Historical Growth of Strong
Beer Sales.                 ’                                ¯

All Price. lnf.lators useF~-.19811.as Base Year=with InflationRates Based
¯ on ~SLCB~s Historical AnnUal Price Inf|a~lon Rates for Spirits and
-Strong Beer:. ~.in~iA~nuaiil~lat|on.Rates~!6:basedon Projections by the
American ~ine .i.nS:~itute~~: .... ’i-":: ¯

¯ . . ....
.- ~.’: . ~
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TABLE2

State Liquor Control,Board
Projection of Merchandising Division Expenses

FY 1981 - FY.]989

Fiscal
Year

1981"
1982

1984
1985
1986
19 7
1988
1989

Gallons
Gallons Per FTEes

$old .FTE Required

11,725,958     9,826
12,255,095~ 10,02~.
12,802,581     10,223
13,348.,511 10,/127
13,891,108
14~417,46~ 10,849
14,938,555~ 1!,066
15,h49,095 1!,287
15,963,640 11,513

*FY 1981Actuais

1193.6
~222.6
.lZ~2.3
1280.1
!306.0
1328.9
1149.9
1368.7
1386.5

Salary and
Benefits

(C~nstant $)

:$23~4.0,908 lOO~O
23,8~z,891 lO8.7.
24,358,7Ol
2/1,94.3,027 124;8
25,44~.,883 134.o
25,89~,677 !44.2
26,302,425 155.7
26,668,725 167.9
27,015,929 180.6

Salary and
CP.I Benef its

Index ,(Current $)

$23,340,908
25,895,483
28,331 ,606
31, i28,898
34., 106,~58
37,3/.12~419
40,968,658
44,779,456
48,809,681

Fiscal Gallons
Year Sold

1981" 11,725,958
1982 12,.255,095
1983 12,802,581
1984 .13,348,511
1985 13,89!,:I08
1986 14,417,46~
1987 1~,938,555
1988 15,~49,095

L
1989 15~963~640

FY 1981Actuals.

Total
Other Salary and Herchandising

Cost Per Expenses Benefits Division Expense
Ga]ions~Sold (Current $) (CurrentS) (Current $)

.646015 $ 7,575,145 $23,340,908

.7022.18 8~605.~7/18 25,895,~83

.751~80 9,619~603 28,33! ,606

.806227 10,761,929 31,128,898

.8~585~ 12,0.27,671 34,.1:06,.458
¯ .931683 13,432,50~ 37,3/1z,419
1’00~233 1,5,0~1~667 ~0,968.,658

1.167155 18,6~2,042 . ~8,809,681

$30,916,0.=;4
3Xl,501,231
37,951,209
1,1,890,827
46,134,129
50,77/I, 925
56,000,325
61,537,460
67,441,773

2J

Gallons per FTE = two percept productivity per year increase FY 1981 -
1989 using FY 1981 as ~ase year.

Salary and Benefits (Constant $) = $19,484 saiary and benefits per FTE X
number of FTE required each year.

CP! Index 1.981 = 100.0 annual. Index from U.S, Long Term Review, Autumn
1981, Data Resources, Inc.

Cost per Gallon Sold is calculated on the actual gallons sold in 1981.
The resulting factor (.6~6015) is then increased by the CPI Index used
for salaries and benefits.
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]

Fiscal FTEs
Year Required¯

1981. 113.07
1982 11~65
1983. 116~23
1984 117.81
1585 115..39 ’
1986 120~97,
1987 122;55
1988 12h.13
1989 125~71

FY 1981 Actuals

TABEEi }~

State L lquo~. Con.t ~ol, Board
Project i on of -,License and+~iEnforcemeh~" DiVision:Expenses

Salaries and
Benefits

(Constant

$2,7i9~322
2,746,670
2~78~522
2;822,~]74
2~860~226
2~898,078
2,935~930
2,97~782
3,0!1,634

Other
Expenses

(Constant $)

’Total
License and
Enforcement

::,Expenses:.
(.C0nstant:.$)

$~7909~760
. 927,955.:-
¯ , 946,.51~ ~:

965,4441 "
984,75~

1,004,448
1,02~,537
1.,0~5,028
!,0~5,929

"3,674,625

3;844,979
’3,902,526
3:~960,467

41,077~563

Total
Licensed
General

CPI~* Expenses
Index (Current $)

100.0

124~8 4+727,197
134,0 5,~53,425
14~+2 5,.628,223.
155,7 6,168,823
167~9 6,747,98h
180~6 7~366,933

**CPI Index from U.S. Long Term ReView, Autumn i981,. Data Resources, Inc.

Assumptions:

1. FTE’s Increase 1.58 FTE’s per year,(197+-1981 Average).

Salary and Benefits (Constant,S) = $23i95.7 sa!ar¥ and benefits per FTE X
FTEs required.

Other Expenses increase two percent per year uslng, FY 1981 as base year.

Total License and E.nforcement DivislonExpenses (Constant $) X CPI Index
each year to calculate to,tali division expenses In Current $.
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¯
TABLE~ ~

Stpte Liquor.�ontr~1 Board
Projected N~t, Profl’t~ ~-Herchandising Division

(Hillions of Current Dollars)

Cost of- Gross
Fiscal Net Goods Erofit Other Net Prcfit

Year Sales Soid on Sales ’l~c~me Expenses Herchandising

19~1* $236~7 $168.-3 $ 68.~ $ ,~ $30,9 $37,7
~1982 257;7 183,2 7~.4 .3 34,5 ~0..2
1983 27~.6 198.8 80.7 .3 37.9 43~I
!984 302,8 2~5,3 87,4 ¯ .3 4~,8 45,9
~985 327.~ 232,8 " 94,5 ,4 4E.1 ~8,8
1986 353,z. 25~,1 102,0 ,4 50,7 51,5
1987 380.5 270.6 109~.9 .~ 56.0 54,3
1988 409.3 z9.1.~ t18.2 .~ 61.5 57.2
1989 440.I 312.9 127.1 .5 67.4 GO.2

*FY 1981Actuals

Assumpt.ions:

1. Cost of Goods Sold =.-71.11t of Net Sales (Average of four of last .five
years) -

2, Other I-n¢ome based on; p~rcent increase::in-Net Saleso

Direct Herchandising Expense Calculations based on ~able 2.
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TABLE 5

State Liquor. Control Board
ProjectedNetl Revenue

License.ahd-Enforcement Oivision
,"FY i~8!~"-F’¥:119~..:. ¯

F seal License Beer Wine
Year Fees Tax~ Tax

1981" $3-7.
11982 6p9

¯ 1.983 ~ ~ 7.3
1984 "7,6
1985 8.0

z988 9.3
1989 9 ¯ 7

*FY 1981 Actual s

$ 4.5.. - $10.1
¯ 8 ~7"i.:.:’ 11.0

9.’! +’: 11.8
9.5 -. 12.~

10~ lh.5
10~8’,
11~3
11.8     17.8

Tota I
Revenue

26.7
+28.3

31 .6

37.3
39.5

Assumptionsi

License and
Enforcement Net

Expense Revenue

$3.6 $14.7
3~9 22.7
4,3 23.6
4.7+ 25.1
5.1 26.4
¯ 5.6 27;+7
6.1 29~i
6.7 30~+G
7.3 32~t

I

License fees Increase 5.0 percent annually after FY 1982.
increase in license fees ~asmade on July 1~ !~81.

A major

Beer tax: Increase 4.5 percent annually after adjustment to: $2.60 per
barrel rate - July 1, !981.

Winetax increaseT.0 pePcent annua]ly a~ter adjustment to 20.25 cent per
liter rate July. l+ 1981~                         " "

Total revenue figure includes miscellaneous Income ca!culated at ten
percent annual rate of Increase uslng FY 1981 as base year.

License and Enforcement eXpense calculation based on Table 3-
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TABLE 6

State Liquor Control. Board
Projei:ted Net Excess Funds

1981 - 1989 "
(Hillions of Current Dollars)

Fiscal
Year

1981"
_1982
1983
198~
1985
1986
1987
1988
1989

Merchandising
Division

Net Profits,

$37.7
40.2
43.1
h5.9
48.8
51.6
54.3
57.2
60.2

License and
Enforcement
Division.
Excess
Revenue

interest Increase
Income in Working Total
Earned .. Capital Net Income

$14.7 $1.1 ($2’1) ~53.5
22.7 1.2 (1.2) 6~.1
23.6 1.3 (1.2) 68.0
25.1 1,4 (1.3) 72.4
26.4 1.5 (1.4) 76.7
27.7 1.6 (1.5) 80.9
29.1 1.8 (1.6) 85.2
30.6 ~-9 (1.7) 89.7
32.1 2.0 (1.8) 9~.3

~FY 1981Actuals

Assumptions:

1 Interest income earned equals same growth as net sales.

2.    Increase In Working Capital = Increase In Cost of Goods Sold � 12 months.

i
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TABLE 7

. State Liquor Control Board
Projected Liquor Sales Taxes

FY 1981 - FY 1989
(Hilllons oF Current Dollars)

Sales Tax
Flscal on Spirits
Year and Beer

1981" $28.2
1982 30.6
1983 33.0
198~ 35.5
1985 38.2
1986 ~O.S
1987 ~3.8
1988 ~6.8
1989 SO.O

*FY 1981Actuals

General** Total
Liter Tax Sales Tax Sales
on Spirits. on Wine Taxes

$44.0 $1.3 $ 73.6
58.0 1.4 90.2
59.8 1.7 94.6
61.5 1.9 99.0
6~.1 2.2 103.6
64.7 2.4 108.1
66.2 2.8 112.8
67.6 3.1 117.6
69.0 3-5 122.5

**Not included In total

Assumptions:

1. 10 and 15 percent liquor sales tax on spirits and beer.
averages used (13,2828 percent of net sales).

-1980 and 1981

Liter tax - 4 cents per ounce used in 1980 and 1981. 4 c~nt ounce
tax yielded 98.8134858 percent in 1981. $I.72 liter tax ~ 33.814~
ounce X 98.8134858 percent X 128 ounces = ~6,43358363 liter tax per
gallon.

3. General sales tax on wine and alcohol s01d by the WSLCB in 1981 -
Effective rate of 5.1272071 percent,
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TABLE 8

state Liquor Control Board
Projected Liquor Taxes and Revenues

FY 1981 - FY 1989
(Hi|lions of Current Dol!ars)

Fiscal Total Total
Yeast, Sales Taxes Net Profits

1981’ $ 73.6 $ 53.51982 90.2 64.11983 94.6 68.0198h 99.0 72.41985 103,6 76.71986 108.1 80.91987 112.8 85.21988 117.6 89.7
1989 122.5 94.3

*FY 1981Actuals

Ten Year Total

Ten Year
~ Growth

$922.0 $684.8

66. ~ 76.5~

Tdtal
Taxes and Profits

$ 127.1
154.3
162.6

180.3
189.0
198.0
207,3
Z16.8

$1,606.8

70.51
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APPENDIX D

WashingtonState Free.Enterprlse
.Liqoor Cpntrol A.lte~na~i~e "

Ten Year Estimate of Liquor Related Revenues
Generated from bothlWho.!esale and-Retai.! Liquor Sales

by::the~Pr|vb~eSectO~-.! ..
FY 1981 -FY i989

Free Enterprise System of Liquor: Control with 100 Percent of Both Wholesale
and Retail Sales of Spirits~ Wine.f!.andBeermad~.by the:Private Sector

The following information has been generated..:to provide estimates of the
potential liquor related taxes and revende~.-.c011ected as a result of major
modifications to the states liquor control laws.

The estimate is based upon the as~umptl0n thatthe Stat-&Liquor Control Board
is completely divested of its liquor=merchandisingactivities In fiscal. year
1981 and private retall and wholeSale food stores .are allowed to sell spirits
in addition to beer and wine.

Although the sales levels of spirits under the open system would be difficult
to predict at this tlme~ it Is assum6d that=sales vO1~e will be. higher as
~ompared to the Washington State Liquor BoardisproJbcti0ns as presented in
Appendix C.

In order to develop this estimate~ the WSLCB~s p-~0Je~ted net sales as pre-
sented in Appendix C Table 1 are’user"as the base"for calculating the 1.Lquor
~axes.and revenues pr~sented.i~ this Appehdi.x; ln"thls.manner, they will be
comparable to the tax and revenue projections calculated in Appendix C..

Table I. Washington State Free Enterprlse-Li"quor Control Alternative - 10
Year Comparative Summary of.LiquorTaxes and Revenues~ F¥ 1981 - 1989.

Table 2. washington State Free EnterpriseiL’lquor Control Alternative -
Estimate of Private Sector ~holesale and Retail. Liquor Related Taxes and
Revenues~ FY 1981,

Table 3- ~ashington State Free Ent~rprlse L1quoP control AlternatiVe
Estimate of Private Sector Wh0|esaleahd Retail Liquor Related Taxes and
Revenues~ FY 19~2.                       "

Nashington State Free Enterprise Liquor Control Alternative -
of Private Sector~ Wholesale:a~d Retail .Liquor Related Taxes and
FY 1983.               "

Table 5. Washington State FreeEnterprise Llquor Control Alternative -
Estimate of Private Sector~hol~sale’and Retail Liquor Related Taxes and
Revenues~ FY 19~1.                         "

Table h.
Estimate

Revenues~
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Table 6. Washington State Free Enterpr!lse Liquor Control Alternative
Estimate of Private Sector. Wholesale an~"Retall~ ~iquor Related Taxes and
Revenues, FY 1985.

Table 7. Washington State Free Enterprise Liquor contro] Alternative
Estimate of Private Secto~ Wholesale a~dl Retail Liquor Related T~xes and
Revenues~ F¥ 1986.              -.

Table 8. Washington State FFee Enterpris~ Liquor. Control Alternative
Estimate of Prlvate.$ectOr I~holesaleoan~ R~tall Liquor Re.lated Taxes and
Revenues, FY 1987.

Table-9, Washington.. State F~ee:Enterprise Liquor¯C.ontro! Alternative. -
Estimate of Private Sector:ldholesale and. Retail Liquor .Related Taxes and
Revenues~ FY 1988.

Table .10. Washington State.Free Enterpr.!se Liquor Control Alternative -
Estimate of Private Sector 14holesale andRetall Eiquor Related Taxes an~
Revenues, FY 1989.

flethodology=

The method used to develop the llquor revenue estimates presented in this
appendix is described as Follows=

Step 1. The yearly estimates are based upon the net sales projections devel-
oped for the WSLCB - Table 1 Appendix C. B#sedonthe net sales~ the cost of
goods sold figure for each year. is calculated by mUltiply!ngthe annual net
sales pr0jection.by..,7~!1 ~ercent (the average percentage over:the last five
years) - Table ~:App~ndix.C.

The annual breakdown.of cost of goods sold Into liquor categories is ba~edon
the net sales,breakdov~n of. beer.~ :~lne~.~nd. spirits presented in Tabl~ 1
Appendix C. The breakout of spir|t~ IntoFurther categories is based on the
actual FY 1981 percen~age.breakdo~nfoF class ff~ mi.litary~ and other spirlts.

Step 2. The annual fi~id ounce or liter tax on spirits is based on the figures
developed for the ~SLCB Table 7 Appendlx~C. Thebreakdown of the tax into
Class H and "other~’ is based.on the FY i~81 cost of goods, sold percentage
breakdown for spirlts~ The four ceptfluidpunce tax is used to calculate the
tax level in FY 1981. The $1.72 per litertax is used to calculate the tax
level for FY~s 1~82 - 1989.                                                ~

Step 3. The annual ~ine tax is calcul.at.edbymultiplying the.gallons sold by
.75 cents per gallon in F~ 198.1 a~dby’ ~7~5~35cents per gallon (or .2025
cent per liter) for F¥~s 1~8~ - 1989.

Step ~. The annual beer tax is calculated.by divldi~g the gallons sold by 31
(gallons per barrel) to obtain the number of barrels sold, The number of
barrels of beer sold is then multiplied by the $1.50 per barrel beer tax for
FY 1981 and ~2.60 per barrel tax¯For FY’s 1982 - 1989. ’
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Step ~;. The liter tax on spirits~ the wine tax~ and the beer tax are then
added to the cost of goods sold each year to obtain the wholesale mark-up
base.

Step 6o The wholesale price level is calculated by multiplying the wholesale
mark-up base by the mark-up percentage~ 35 percent mark~up for beer and wine
and 20 percent for spiritso

It can be determined From Pr!vate sector beer and Wine price postings wlth.the
~SLCB that the average wholesalemark-up is 35 percent.

The 20 percent wholesale mark~up figure Used For spirits was obtained from
other free enterprise states.¯

Step 7. The reta-il price 1eve] is calculated by multiplying the wholesale
price calculated in Step 5 by the same mark-up percentages used for the
wholesale mark-up calculations.

Step 8. Liquor sales taxes are calculated aS"follows:

a. Class H Spirits = ~holesale prlce X 10 percent tax;

bo Milltary Spirits = no taxesl

c. Other Spirits = Retail price X 15 percent tax;

d. Wine = Retail prlceo.X general sales tax"(5.1272071
age);

percent aver-

Step

Beer = Retail p~ice Xgeneral sales tax (5.1272071 percent aver-
age); and

Alcohol = Retail price X general sales tax (5.1272071percent aver-
age). 76.71 percent alcohol - sales tax exempt.

Business and OccuPation Taxes are calculated as follows=

d=

State ~holesale - Wholesale price X .0044 percenti

State Retail = Retail price X .00~t percent~

Inventory Tax Credit = 75 percent X Uhoiesale and Retail Inventory
Tax - FY 1981. (8~ percent used¯for FY 1982~ 95 percent used For
FY 1983, and 100 percent used for F¥ 1984).

Local Vholesale = ~/holeSale price X .0010 percent; and

Local Retail = ~etall price X .0010 percent.

Step. 10. Real and. Personnel Property Taxes are calculated as follows=
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a. Warehouse Property Taxes:

Fiscal
Year Assessment¯ Effective Rate

1981 $.5,166,800 X .0093
198Z 5,941,820 X .0086
198~ 6,833,093 X .0078
i98~ 7,858,056 X .0072
1985 9,036,765 X ,00~8
1986 10,392i228 X ..0065
1987 11,951.112 X .0062
1988 13,7~3,790 X .0058
1989 $15,805,358 X .00~5

¯Assessment increased percent each year¯

Property

$h8,051
51,100
53,297
56,577
61;444
~7+548
74,096
79,709

$85,347

b. Wholesale Inventory Tax:

~/holesale
Inventory

Fiscal 12 Honth
Year Ending Average* ’EffectiVe Rate

1981 $18,272,091 X ,0093 =
1982 19,892,825 X .0~86 =
1983 21,581,725 X .~078 =
1984 $23,370,850 X ’ .0072 =

c. Retail Inventory Tax=

Wholesale
Inventory Tax

$169,930
171,o78 -
168,337

$168,270

Store Inventory
Fiscal 12 Honth ~
Year Daily Average~ Effective Rate

19B1 $18,753,101 x .0093 =
1982 20,k16~501 X .0086 =
1983 22,i49,861 X .00~8 =
1984 $~3,98~,08~ X .0072 =

Retail
Inventor~ Tax

175,58.!
172,768

$172,705

~lnventorys increase at same percent rate as n~t sales.

Fixtures value estimate based on 1318 licensees at $2,500 each =
$3,295,000 X effeCtiverate ,each year.

Step 11. The additional license fees were calculated as follows:

Off premises Consumptionof Splr|ts at same number per population as average
of other free enterprise states. 1981 state population at ~,232,~G3 = one
license/3~212 p0pulation = 1;3i8 licenses.

O

O

¯

Off premises - 1,318 X $1,000 =
Import Licenses - 91X $600 =    ,
Spirits ~holesale License - 100 X $1,~00 =

Total addltional annual license fees =

$1,318,000
5k,600

150t000
$1,522,600’
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*gill increase at same rate as population increase each year as!follows:

Percen~
Fisca| Population
Year growth License Fees

1981
1982 i2;6
1983 11;-7;
1984 11.5.
1985 11.1
1986 lO.k
1987 %9
1988 9~2
1989 9.3

$1~522~.600
!~.5G8,911
1,752~k73
1,95k,0o7
Z~170,902
2,396,676
Z,633,~7
2~921,5"J4

$3,193,280

Step i2. Hiscellaneous Income from Carrier Class fl mark-up and liquor
taxes is calculated as follows:.

Fiscal Growth. Of Hi.scellaneou~
Year Net Sales Income

1981 - $130~086
1982 .0887~ 141,506
1983 .0849 153,5~9
198~ .0829 166,246
1985 .0812 179,745
1986 ..0788 193,909 ¯
1987 .0772 208,869
1988 .0756 22~,659
1989 .0752 $2~1,553

Actual

Step 13. ~SLCB’s licensing and enforcement cos.~s are increased by 30 percent
in the first year of the free en~erpr|se syste~ and are increased by 10 per-
cent each year to allo~ for Inflation.

Step 14. All taxes and revenues are added, credits are taken for the in-
’creased enforcement costs and the inventory taxcredit inFY’s 1981~ 1982,
1983~ and 1984 to calculate thepotentlal addlt4onal net revenue generated by
the free enterprise system.
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APPENDIX E.

Washington State Li:quor Control
C.omparative..Summar¥,ofPresent

State Liquor Control Revenue Estimates vs.
Free Enterprise Control System Revenue Estimates

FY 1981 - FY 1989

Comparative Difference in Liquor Revenue Estimates
between Present State Liquor Control System

and a fully Licensed Free Enterprise Control System.

Liquor revenue estimates presented in Appendix C and D are assembled and
compared by liquor revenue source for each years FY 1981 - FY 1989, The
yearly totals for each system are distributed by established formula to state
and local 9overnment and the diffbrences are calculated for comparison. In
additions the total annual figures are su~arized in Table 1 for the nine year
period, ~he state and local government shares of the totals are summarized in
Table 2.

The annual percentage decrease is also sun~arized in Tables I and 2 together
with the percentage Increase in hard liquor consumption .necessary to make-up
the revenue difference.

Table 1. Ten Year Summary Comparison of Present Liquor Control System Revenue,
Estimates vs. Free Enterprise System Revenue Estimates~ FY 1981 - FY 1989--
Total Revenues.

Table 2. Ten Year Summary Comparison of Present Liquor Control System Revenue
Estimates vs, Free Enterprise System Revenue Estimates~ FY 1981 - FY 1989--
State and Local Governments Share.

Table 3. Summary of Present Liquor Control System Revenue Estimates vs. Free
Enterprise System Revenue Estimates Differenced FY 1981 by Source.

Table 4. Summary
Enterprise System

Table 5- Summary
Enterprise System

Table 6. Summary
Enterprlse System

of Present Liquor Control System Revenue Estimates vs. Free
Revenue Estimates Difference~. FY 1982 by Source.

of Present Liquor Control-System Revenue Estimates vs. Free
Revenue Estimates Differenced FY 1983 by Source.

of Present Liquor Control System Revenue Estimates vs. Free
Revenue Estimates Difference~ FY 198~ by Source.

Table 7- Summary
Enterprise System

Table.~. Sun~ary
Enterprise System

Table9o Summary
Enterprise System

of Present Liquor
"Revenue Estimates

of Present Liquor
Revenue Estimates

of Present Liquor
Revenue Estimates

Control System Revenue Estimates vs. Free
Differences FY 1985 by Source.

Control System Revenue Estimates vs. Free
Dlfference~ FY 1986 by Source.

Control System Revenue Estimates vs. Free
Difference, FY 1987 by Source.
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Table ~0. Summary of Presen~ Liquor ~on~.r0] Sys-tem Revenue Estimates vs. Free
Enterprise System Revenue Estimat~D~i~~e~nce| FY 1~88 by Source.

Table 11. Summary of Present [~Uor COntrb]’.Sys-tem.Revenue Estimates vs. Free
Enterprise System Revenue. Est!mbtes Oiffer~nce,FY 1~89 by Source.

1,134,
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TABLE 1

~ash|ngtonState Ten Year. Summary
Comparison of Pres~ht Li~uor.Contro| SystemRevenue Estimates

Free Enterprise SystemRevenue Estimates*
FY 1981 - FY1989

Present
Fiscal Control
Year System

1981 ~110~411~553
1982 130,471,894
1983 137,825,88]
1984 1~5",090,076"
1985 152~6~0~912
1986 1~0,4~1,938
1987 167~42],902
1988 175’,069~057
1989 183,059,045

Total Revenue~:~

Free
Enterprise

system Difference,
Percent
Decrease

$ 8~,892,972
104,351,921

114,385;8i2
119,174,969
12~591~213
130~.009,709

¯ i~o~968,~85

*Based on present liquor control system net. sales for.:same. period.

**Increase consumpt|on.o£ sp|irits necessary to make up revenue d

($25,518,585) 23.11~
(26,119,973) 20.01

(33,~65,943) 21;92
(.~5~850,725). .22.34

(3%~26,791) 22:69
(~2~90,5~0,) ¯ 22.;99

l.ncr.ease**
Necessar~

31 ; 09~
25.78
26.93
27.73
28.96
29.83-
29.91
30.59
31.21

fference.
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TABLE 2

Washington State Ten year S~ry Comparison of
Present LIq~oP Control System Re~nue Estimates vs.

Free Enterprise System Rev#oue Estimates*
FY 198i - FY i~89

Present Fr~
Fiscal Control Ent~pPise
Year Syste~ ~yFtem

1981 $ 81,957,058 $ 71,105,~25198~ 9~,~,0~8 88,~0,~
1983 ;~,~20,~Z7 92,6~Z;131
1~8~ 109,362,338

1986 !19,63~,103 10~,~6,279
1987 12%%0%389 1~9,005,602

1989 13~,81~;805 1-17~373,330

Percent Increase**
Difference Decrease Necessary

(10,65~629) 10,71 ]2.30
(1!;778,811) I],~8 13.02

.(12~58%.275) 11~81 1~.38
(13,8~2,052) 12.09 1~.15
(1~,787,825) 12.36 ~.58(?~.398,787) ]z,37 1~,6~

¯ (i~,~Zl,806) !z-;68 1~.o9

LOcal G~.nmCnt ’S ..$5~ 6P Revenues.

Present : ~ ~ree " "
Fiscal �~ntrol E~e~prise~̄.-. -. P~rCent      I:ncrease**
Year_ ~ystem ~,~tem ~~.~.erence D~c:~ease    Necessary..........

l~e5 ~e,~,~eS tS~~;kT~ (~9:;623,89.1)~ 5i,38. Ho.l~1986 ~o,807,83~. 19~~k%935 .(2ii~o62,899) 51.61 z12,3~1987 ~3,.o19,513 2~,.o0k, io.7. (22,o15,~07) 5!.18 11o.621988 45,558,876 22~253.,900 (23~3.0~,98~) 51.15 11o..8~1989 48,246,2~o~ 23,.5~5,i55 (2~,65i,08~) 51.o9 110.75
¯ Based on present liquor c~ntro.! ~ystem ne~s.al.es for same period.

¯*Increased consumption ~ spirits necessary t~ make up revenue di~ference.
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APPENDIX F

Source Documents

Books

The Dry Years: Prohibition and Social Change in ~ashington~ Norman H.
Clark; University of Washington Press, 1965.

Alcohol and Public Policy: Beyond the Shadow of Prohibition~ Hark H.
Hoore and Dean R. Gersteinl National Academy Press~ 1981.

Reports.

Alcoholic Beverage Control System~ Legislative Budget Co~n~Ittee Report
No. 66-6, September 1966.

Liquor Control Board, Legislative Budget Committee R~port No. 78-13,
December 15, 1978.

Annual Reports - Washington State Liquor Control Board, FY 1971 - 1981;
Reports 38 through 48.

Summary of State Laws and Regulations Relating .to Distilled Spirits~
23rd Edition 1981; Distilled Spirits Council of the United States,
Inc.                                                 "

Report to the President and the Congress on Health Hazards Associated
with Alcohol and Methods to Inform the General Public of these Hazards~
UoS. Departments of Treasury and Health and Human Services~ November
1980.

Brewers Almanac 1980, United States Brewers Association, December
1980.

House Commerce Subcommittee Study of WaShington State Liquor Laws 1977
by Bob O’Brlen~ Research Analyst.

Transition to a Private Liquor System, Office of Budget and Admin-
istration, Con=]onweaith of Pennsylvania, December 1980o

State Plan Profiles, National Institute on Alcohol Abuse and Alcohol-
ism~ Department of Health and Human Services - Public Health Services
1980.

~tate-wide Summary and Problem Analysis of Traffic Collisions, State
of Washington 1980, Washington TrafficSafety Commission.

Findings and Recommendations of the Interagency Advisory Conrnittee on
Alcohol/Traffic Safety~ Washington Traffi.c Safety Co~lnission and the
Bureau o{ Alcohol and Substance Abuse Department of Social and Health
Serv|ces~ February 1981.

Highway Safety Plan FY 1982 - Washington Traffic Safety Commission,
June 1981.
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APPENDIX G

.Hajor Concerns of the Beer’and Wine Industry

During the-conduct of this study, it became apparent that many members of
-the beer. and wine industry consider state liquor laws and regulations as
deterrents to normal,business development.

During the 1982 sesslon of the state ]egisla-ture~ several important changes
to the state llquor la~s were adopted. In. addition~ the State Liquor
Control Board has been reviewing liquor regulations and merchandising
policy. Ho~ever~- there are still several major unresolved issues that
deserve further consideration.

Thefoli0~ing is a listof the maJor issues concerning the. beer.and wine
industry developed frcm recent contacts with industry memberS.

Taxation

High Level of Wine.Taxation - The state wine tax is considered by the
¯ industry tobe artificia|ly high. The tax therefore may tend to limit
winery competition with malt b~verages. State winery representatives
would like tO have the wine-tax reduced in order to reduce the cost of
wine for state consumers.

Distribution of Wine Research Tax Funds - During the 1~81 legislative
session~ the state wine tax wasincreased to Fund wlne research at
Washingtoo stareUniversity. The grape gro~ers now. complain-that the
tax revenues allocated to grape gro~ing’ research are not adequate., It
has been ~uggested that-additional, revenue Is needed or more of the
existing revenue should.be reallocated to grapegro~ing research,

State Inventory .Tax on Red Wine - Unllke white wines~ red wlnes must
remain ln.storag~ for severbl years. Consequently, wineries wou|d
llke to exempt red wines from the. inventorytax In order to enhance and
encourage the making of red wines.

~ine LiterTax - During the 1981 legislative sesslon~the state wine
tax was converted from a gallonege tax to a liter tax. This act|on ~as
taken in anticipation of changes tQ .federal liquor regulat:ionS.
However; t~e federal, government has been slo~v to implement its regu"
]ations. Consequently, wineries and wholesalers, must submit, produc-

tion :and tax records in both gallons and liters.

Thel Wine industry would like the state to temporarily revert to the
ga!lonage .tax until the federal government can make the’ metric con-
version. "

lZ,7
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U~air~. �omp~titi.on,’- One of the most intense issues conce~n~ the

be||ef amoung wine retailers that the State Liquor C~ntrol Board �~’"
petes unfairly in the wine ~e:rchandising marEeL.

.O

State liquor statutes prohibit private bee� a~d wine reta||e~ fret
purchasing directly ~rom manufacturers. - The prlv~te reta-~eys tttust.
also pay cash for each ~u~hase,

The Board can. pur~.hase a|~oholIc beveragesdi~ect|~frcihtma~uF:a~turers
and importers, and, |~ It chooses, buy the merehandtte, o~. the terms
offered by its supplierS. In addl~lon~ the prlva~e ~eta]lers m’u~t
operate.~I~hln rules establlsh~d by the Board ~ha~
BOard’s made,and]sing operationS,(~he regu.!ator

,Wine .re~a4.lers argue that the Board’s ~ornpet~i~ advantage In ~hese
a~eas tends ~o inh|bit or even stifle ~np~tlti.o~,

-,..~i:~p._P~st.[.p~ - Every beer .and= wine wholesaier must
posting showing its aetlvered who]esale.p~lces of:bee~ ~nd wine with
the. State Liquor Control Board, Changes to price lists
calved before the fifteenth day of each month for a~proval ~nd. use on
the first calendar day of the next month,

No p.rlce ~an:.be below cost or a "lo=s:leadb~| as=those term~ are
r~deflned in Chapte~ 19,90 Red-Unfair. Prac.ti~eS A~t, TEe Board may
reject apr- ce.post~ng whlch..it deemg to be in vioiat.|on qf a regu-
lation which would te~d to disrupt the Orderly ~aJ~ and-distribution of
wine or beer.

Under.:normal condl¢ions, pr.lces flled:6n the 15th would show bp
consumer level in about three to four weeks In th~ ca~e of.4ar.ge food

.chains, i~.a wholesaler misses the fi|ing.date~ he.~uS~ wai~t.onemo~th
to ~|.ie and another,.three or ~our weeks uhtll ~b~ p~lce d~ange
the consumer, or: a...total of seven to e~gh~ ~eeks= On the other h~Rd~
the Board does not have to purChaSe ~rc~n a whole~ale~ or wait ~or pri.¢e
posting approya]. Board price changes ~ad be passed.on to the

-almost in~nedlately.

It should be noted that t~e 9oard recently amended pri~e.pos¢Ing ru|es
to allow sc~ne discretion regarding the filing date, Films ca~ no~ file
:amendments to their pri~e lists after the l~.th o~ ea¢~ ~Oht~ under some
conditions,..

It |.s-argued that thls system of price ¢ofltrol Is &wkwbPd at best, and
often.makeS-It Impossible for p~tva~e ret~i.ler~ ~oef~e~ively adjust
priCeS, in reSponse, to nlarket demand or Boa~ pri~ing adjustments,

Many. members ~f the Industry question the need for the Board’s pricing
rules and.t~e, propriety of state intervention into free.market pricing
mechanisms.
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::..:..:orsold within ;Washington:until. a,domestic.winery or a United States
importer has obtai.ned certification of the !abel fro~ theState Liquor
Control Board.     ..                            :

A request, for 1abe| ~er.tifica.tion must be submitted to the>Board, with a
sample label.;, two samples Of the .wine, the analysis fee,.and a copy of
the federal ce~tificate of label approval.               .~

Hany. members of the industry believe that th.is label approval proce-
dure. i:s .costly~ time c0nsu~ing, and redundant. Federal. government
approval should be satisfactory for state, level truth-l.n labeling
protection ....      . ...-..                   ¯

The.Board. is :revlewlng~ the state statutesconcerning this issue with
the p;urpose of finding.an, a!~erna~lVe.,to thepreseht requi,rements for
chemical an~|ys]s: and ]abel:.certlficat|on.. .             ..

The Board also has the authority to request wine s~mples for analysis
at any. time l:n order .to ensure quality control, and conformance £o
originail.y~appr.oved labeli,ng..    -.     ..                  , ,

Cooperative ~a.rehousing7 ~t the presenttime, state liquor control
laws prohibit wineries fr~n sharing warehouse facilities.

Several OF the wineries in the Yaki~a ~alleywould liketo cut costs by
entering into ~arehouse cooperative agreements similar to those orga-
nized for the storage of other agriculture produce.

Encouragement of ~i~e Pro~otion - State wineries would like .to ~ee
stronger state government encouragement and premotion of the state=s
wine industry.

It has been argued that state laws should be further liberalized, to
allow p~emot:ion of Vashington wines by public officials a~d ~heir
display at public facilities. Several ideas alongthese llnes have
been. proposed~ such as=

All o~ the Governor and other public officials to provide sample~
of WashingtOn wines to officlal state guests and other visitors
fr~ other states and countries. State officials could also be
allowed to take samples with them on visits to o~her states and
Countries as"gifts.

All o~ the sponsors of national and international conferences
conducted at various state educational, institutions to provide
guests with wine samples, and the opportunity to purchase ~ash-
ington wines at discount.

Allow state wineries to provide wine samples and ~ine discount
opportunities to tourists and other state guests, at airports and
convent|on centers~ etc.

Allow wine sampling at county and state fairs.
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In addition, state agency efforts to promote ~/ashington wine dewelop-
merit should be better coordinated to provide a maximum effort.

S~!PP in~ Res tr i cti~ns- .- G~ve.~nmed~ al~ -~t r i~¢t i ons ~0ff~ the trahs~r t of
- i’~::~uor :~~ i t p~ohi bl t f~e .foP- smal ~- w~ne~es: to sh:lp ~]:l.-~ant i ties
of wine to potential cust~ers in other stares. ’ ~ ~      "-

Federal laws prohibit the shll~ent Of tiqu~r.’by th~ U~tted States Post
Office. ¯ In : additi~n~ -privaite p~rcel "de:l|v~ry~ i~ompani~es-~wi !! not
handle ]lquor of any kl~id, ~:    " ": ’ " " " :    - : ....

These-restr.ictiorts make’, it if~p0sstble for small ~|nerfes to ship
.sfqgle-bO~t!es Of-~lne to~individua~S In othe~ .:states’ upon request,
~inery".rep~e~e~tatives argue that shl.pp~ng reg~b|’a~lons Should be
liberalized to accommodate the wineries.           .         -:

--.LaCk Of !.Uniformity - Each-state and-~he federal goverr~ent tax and
~gu]~te ]iqbor di~ferently.. ¢onsequen¢|~ the paperwork and oLher
expenses involved make ~t prohiblti~e for-small wineries todo busi-
ness in other states,

ldd~stry-rep~esentat:ives pol~nt out that’attempts shobld be made to’
streamline interstate llquor reguiatl-o~s inokder-to Obtain regulation
compatibility between the states and t-he federal government and to
obtain ~n/for~ity of~egutat|~n a~ong :the: stat~s.
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APPENDIX H

Legislative Budget Committee

Prcroosed Final

June 24, 1983

SP~.CIAL P~PORT

State Level Fiscal Impact
of ProhibitS.rig Sale of
Strong Beer and ~ine
State Liquor Stores

Legj slat~.ve Budget Com~d.ttee
506 East 16th Avenue
01ympi.a, ~ashJngton 98504
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.~-~. (’,,:orgc W. C)arke, Vice (~aiTr, an
Sen. GcoP~e ~min£ "
~. J~-~tte l~yner

~. Hal

Stale Of
washington

Legislalive
Budge! Committee

b06 East 16th
OLYMPIA

98,5O4

Rep. Wa)’~e ~lers
Rep. Gary A. ~)son
Rep. Hele~ SO~rs, Srcreta~l
Rep. Bob ~llia~s, .~s’S Secre~ry
Rep. ba~

]nnis revJ.e~ o£ the Washington State Liquor Control Board wJ.ne
and strong beer sales and expenses was conducted under legislati.ve
authority set forth by ~hapter 44,28 R~..

The purpose of the revie~ ] s to provJ.de members of the WashS.ng-
ton State Legislature with the fi.scal 5mpact to Wash].ngton State and
local government 5£ the State LSquor Control Board was prohibited
from selling strong beer and wine in State 15quor stores.

The revS.ew was done during late November and December, 1982 by
Ki.chard Mueller, on the staff of the Leg].slative Budget ~ttee.

DOE1ALD F. PETERSEN
Leg]slat~.ve Aud].tor
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Problem

There is a contJnulng controversy betwee~ the State Liquor Control
Board (SLCB) and the prJ.vate sector on whether the Board is making a
pro£i.t or loss on thesale o£ W~e and strong beer., and what the total
fiscal impact on State and local government would be i£ the Board dis-
continued selling wine and strong beer.

There is also-concern that the retai.1 price of~newould increase
the State was no longer allo~d to sell ~dne.

Findings

B~ed on FJsca] Year 1982 sales volmms the economic e~fect on
State and local governments ~ouldbe a revenue loss of s~me $8 million
per year.

Table 1 sho~s a total net Jncom~ of $62,4 ~Jllion fro~ the Board’s
current operations. The table also sho~ a net .incom~ o£ $53.4 m~.llioa
].f sales o£ strong beer and ~ne am dl.scontJnued. The di.f~erence
$9 mill,.on revenue loss. On the other h~nd~ additional t~x revenues may
be expected if tim pr].vate sector picks up the Board’s 18~ share-o~ the
~ne ~arket. These addit~o~l revenues have been estimated to be.
$0.8 ~.lllon. There£ore~ the $9 ~d.ll~.m revenue lo~s~dll be par~ialiy
offset by $0.8 ~.llion revenue ga~n~ reducing .the potential revenue loss
to ~pprox~ately $8 r~llion per Fear. The S~ate General
the ~evenue loss ~ould be ~bout $5.8 ~.llio~; local go~ermn~mt Share
~ould be about $~.2

Table 1

Sales (Net)*
(7osc o~ goods sold

D~rec~ cos~ allocation

~alcs ~rgin
Overhead co~t ~llocatien

Product Margin Analysjs Statem~t - P/ ] 982

Stron~
Beer

1,ZSI,4ZZ

|Z7,Ell,91&
17.~65,05S

10,~,~1

~urrent

Spirits Other

$Z08,607,~72 $27.901,730
119,1~,541 170,240

g9,482,731 27,73],490

Total

98.89Z,S04

If strong
b~r and wLn~
sal~s are
di~co!!~Jnued

$236,5~9,00Z
(19,034,116) 149,354,751

87~ZI4,Z21
(Z,680,970)

45~,3,86

23,615,90!

35,866,830
2,384,527

3,151,$9B

24,579,492
325,0~1

33,222,937

55,~9,557
3,2S0,615

84.841

~t mcom~ 190,381 4,491.637 33.482,503 24,Z5~,431 6Z,118,9S2 53,4ZI.639

30,541,967

3,250,615

Sale~ adjusted to turk u~ ratv~ effective July I, 1981
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The State I~ard is p~esentl¥ selling wine at approximately 20~ less per
fifth than the private sector, Ho~ver, if the State was required to purchase
wine throt~h a wholesaler (as the private sector is), then the BoardVs prices
~uld be 7~ higher than the private sector prices (if current mark ups were
continued).                                                      .

Conclusion

The product margin incom~ statement (Table I) is a useful tool it discon-
tinunace of a part£cu~a.r prodi~t is being considered. The analysis sho~s that
the amount of costs allocated to wine and strong beer is academic. The bottom
lin___~e is what amotmt of costs can be eliminated.

If a specific product yields a sales margin, it generally should be re-
tained even though allocation of Certain expenses to the product, would indi-
cate a- net loss for such pro~uc~. In this case each product adds to net in-
.come (stron~ beer- $190,581_and ~dne - $4,49!~637)t

Ns conclusion is based upon the finding that th~ product in question
represents a relatively small seg~mt of the enterprise. (Beer and wine repre-
sent 151. of net beard sales.) Termination of tbe State’s strong beer and wine
sales ~alld not cause enough reduction in expenses to offset the estimated
$8 miliion ne--U~mcom~ loss each year.

The shelf- space used by wlne and strong beer may be excessive when eval-
uated b~. the ’~mount of net income earned by the p~ducts relative..to all o.ther
products (exp .ressed in a percentage), to percent space used on the sbelves.
However, the fairness of this measure is questtme~ when cormidoring the big-
ger picture., aml tbe fact that th~ ~1n¢ and beer s~l~ space is retu~ning a
net ~ncc~m..Fo.r example: wuuld the display of addit~enal brands or mor~ of
the same brands ol~ spl.r~ts really o~fset the $8 mJ11.~on net ~ncc~e loss?
The State Liquor Control ~oard is l~mited Jn tlm products ~t can sell. It
is n~t a. privately owned re~a~ler ~ho ~ay expand and diversi~y their
’~roduct l~ne" :and sell just about anything in the|z store.. ~r, the
Board Js not ~n the marketing business nor should ~t be accdrding, to. our
umlerstanding o~ the legislative intent governing State liquor merchandising.

Abou~ $21.7 m~llica~ of the $Z5 million in cost associated ~dth beer
and wine sales can be eliminated; however, an $8 m~llion net income
ioss/year ~d remain. Even if all costs assucJated with beer and wine
sal.es ~e~e ~educed to zero, there ~ould st~]l be a net ~ncome loss of
$4.7 million per year.

Recoa~e~lat j on

The Washington State Liquor Control Board authority for sale of
strong beer (malt beverages) and wine should be continued.
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SECTION II

FINDINGS/CONCLUSIONS

There is a continuing ~ontroversy be~een the State Liquor. Control
Board (SCLB) and the private sector on whether the Board is making a pro-
fit, or loss. on the sale of wine.

¯ .During the i982 Legislative Session-House Bill No. 1039, to repeal
the authority o£ the SLCB to sell wine and .strong beer,, was introduced.
It did not pass. It did raise, the issue o£ what would be the fiscal im-
pact of prohibiting the sale O£ strong beer a~d wine through State liquor
stores. In the form the bill passed the. Housei .it mandated a fiscal im-
pact study by the Legislativ~ Budget Committee (LBC) of the proposal.
This bill also had a $20,000 appropriation to the LB~ to retain a con-
sultant to conduct the study.

Although the bill did not pass on third reading in the Senate, there
was considerable floor conm~nt during the debate: on final passage, that
the LBC could do the study during th~ 1982 interim. During the July-1982
LBC meeting, such a request to study the fiscal impact of prohibiting the
sale of strong beer and wine in State liquor stores was approved by the
LBC.

FmDI~S

Sales {Net}"
lost of goods sold

. Table 1 sh .o~s that the Board’s net income would he reduced $9 million;
from $62 million current Ol~rating income, to $53 million i£ strong beer
and wine sales were discontinued ..by State liquor stores.

Sales raargI n
t~erhead cost allocation

Table 1
Product Margin Ana]ysi.s Statement - 1~ 1982

t~re.t

456.:~6

4;491,637

Spir~t~

23,615,901

2,384,327

(~he r

170,240

27.731,490

Z4,579,49Z
325,061

~1 ~ 2541431

$267,281,401
168,38~,897

98,B91,504
33,22Z,9~7

65,669,567
3,250,615

62~419,9~2

If strong
b~er and winc

$2,900,483
1,669,061

1.231,42~
95G,2~0

275,222
84,841

190,~81

$236,~69,002
(lg,034,116} 149,3M,781

87,214,221
(2,680,970) 30o5~1,967

¯ ~et ~les adjusted for the Julr 1. 19~2 [n~reases i~ wine and stmn~ beer m~ t~ rates of G0l and 701
respectively.

IF the actual FT 1982 net sales ~ere used - strong beer ~uld sh~ a ~t im~ loss of $211,863,
~ wire a ~t ~ of ~Z,~3.1~ ~t~r t~ ~4,491,637. ~ ~Z ~ of ~irits ~ld ~-
rain t~ ~. ~ total ~t i~ f~ curet ~tions ~ld ~ ~d to 5S9,S~,255; ~-

~ l~r ~rk~ rates t~ ~nt ~tum ~ stag ~r ~ld ~ # rater ~ 7t, ~i~ ~uld
8% ~t~r ~ 181. ~irtts ~ld r~la at 161 ~t~ on ~t ~.
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1. Auditor Cost Allocation Discussion (Table l)

Prior to preparation of the. pro£it and loss statev.ent in the margin
analysis format it ~as necessary to distinguish between product related
direct operating expenses and’ those expenses that are nonproduct related,
i.e., overhead.

Under generally accepted accounting practices, if a cost is identi-
£iable and benefits a certain program, it is charged to that program. In
the SLCB’s case the ~erchandising Division (the operating division that
buys-and sells spirits, strong beer and wine) expenditureg of $30,070,939
were identi£iable and already being charged" to that program. Therefore,
for purposes of this review, these expenses w~re considered direct costs.

I£ the expenses cannot be identified with or do not clearly benefit
a particular program, the), are charged as owrhead. In this case, the
General Administration Division expenditures of $3,250,615 could not be
clearly identifiable with or benefit any particular program. Therefore,
they were. considered overhead.

Step I was to allocate the overhead costs to the g~rchandising Divi-
sion using a basis which would equitably distribute these .expenses to the
division in relation to the benefits received..

Obviously the basis £or distributing these costs may vary from or-
ganization to organization, but in all cases the basis that shouldbe
chosen is one that will allocate an equitable share Of overhead expenses
to each division or product. ~mple of cost allocation bases are - di-
rect costs, costs of goods sold, machine hours, direct labor hours, direct
labor d’ollars and traits sold. Probably the most accurate’, a~d the one
predominantly used is direct labor dollars. This maybe due to the fact
that direct- labor dollars is a measur~ of peopleand people require ad-
ministrative services. The "direct labor dolla~’ basis was used to dis-
tribute the general administrative expenses to the Merchandising Division
and Licensing Division. (See Appendix I, Exhibit 1)

Step 2 was to allocate all theMerchandising Division costs to the
product lines within the Division - wine, strong beerand spirits. Again
an equitable base had to be determined which would distribute the expenses
in relation to the benefits received. T~ bases were selected: (1) The
units sold base was used to distribute labor, goods .and services, travel,
overhead, other. This base is. probablythe most direct method of applying
expenses to products. Nex~a units sold ’~easure" was selected. Cases
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sold, liters sold, and bottles were considered. Bottles sold ~ras se-
lected because it is the way the customer normally receives the product
from the store clerk. AIso the clerks generally spend the majority of
their time handling bottles. In addition, the stores are staffed using
bottles sold as a base. See Appendix I, Pzuhib±t 1 Step 2a.

Another base was selected to distribute utilities, rental, and lease,
maintenance and depreciation expenses. The "space used" base was chosen
because these kinds of expenses are normally related to square footage or
area. Case inventory figures in the warehouse and stores was the tech-
nique used for measuring space used. See Appendix I, Exhibit 1 Step 2b.

Total Dollars Allocated:

A total of $32,996,493 was allocated to products sold - $30,070,939
of direct costs and $2,925,554 of overhead.

2. L.iquor .Control Board Cost Allocation

The Board generally used the same allocation techniques as the audi-
tor, with a couple of exceptions.

F.xception 1:

When the Board distributed general administration overhead dollars
to the Merchandising Division, the basis used was an estimate of how the
peoplein the General Administration Division spent their time: The
controller determined this a number of years ago by talkingwithBoard
members, and various people in the Division, plus his practical experi-
ence. This process resulted in an allocationo£ $2,$8S,824 of general
administration ovbrhead costs to the Merchandising ~ivision. The auditor
used "direct labor dollar’ base which resulted in an allocation of
$2,92S,$54 in overhead.

hception 2:
o

The Board went into mere detail than the auditor when distributing
costs to the various products. For example: .they used case inventories
in the warehouse, stores and agencies as a basis (or allocating utility,
rent and depreciation expenses of each to the products. The Board also
used as a basis the following - agency dollar sales, total case sales,
stores unit sold, agency units sold, stores and agency units sold, for
allocating specific expenditures of each to the products. This more de-
tailed process resttlted in a two dollar difference in direct cost alloca-
tions.
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Total Dollars Allocated:

Direct cost allocation
Overhead allocation

~tor

$30,070,939
__ 2,925~,554

TOTAL $32,996,493

"Private Sector’ Cost Allocations

Board

$30,070,941
_ 2,585~824

$52,656,765

Public testimony at a February 9, 1982 legislative hearing on House
BiLl N~. 1039 indicated that the State "loses money in the merchandising
of strong beer and wine."

To backup this statement the individual used what is considered a
"blanket method" of allocating costs. This is a method where all expenses
are lumped together and distributed to the products on some ratio o~ pro-
duct activity to the total company activity. The basis most conmonly
used are total expenses, sales, investments, cost of sales, paymll.

The individual selected a number o£ bases for distributing all costs
to strong beer and wine; none of which are ones com~onlyused.

The "blanket m~thod" is relatively simple to administer and is
easily understood. However, the expense allocations usually bear little
relationship to the actual services performed by the Irivisionor to costs
by product. To distribute all costs solely on any of the five basis
chosen by this individual is not reasonable and certainly not "good proper
business practice". The basis for cost allocation should re£1ect a fac-
tual relationship of expenses to the various activities which generate
the Liquor Board’s income.

The base £igures used were also ~naccumte; hoover, if the "blanket
method" technique is used withthe correct dollars, the following are the
results. For comparison, the Board and auditors cost allocations are also
given in Table 2. Also note that .what ever technique used to distribute
costs, the result is the same - a net income loss of $9 million.

.k
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Table 2

Overview o{ Co~t A3~1ocatJons~ to W~ne and Strong

E~fect on Board Total
Ex1~’nses Wine ~ Beer N~t Income If Wine &
To Be Allo~ated Win~ ~ Beer Net Income Strong Beer S~les
Allo~ated ~enses G~oss Har~in (Loss) Are Disc0ntintmd

l~rlvate Sector A11ocatio~
g~s~Its

l~sls [or Alloca~ions

A single base used ~or all
cost allocations

1) 25.9~ cases handled
Z) 25.72% gallor~ u-sai~
3) 2B.19| wholesale space
4) 33,22~ retail space
5) 49.1% produc~ postingz

Board Allocatlon P~sults

$32,996,493 $8,~46,092 $II,67g,28~ $3,132,191 $ (9 ~illion)
B,486,698 11,678,283 3.191,585 (9 million)
9,301,711 11,678,283 2,376,572 (9 million).

10,961,434 11,678,283 716,849 (9 ~111on)
16,Z01,278 11,678,283 {4,522,995) (9 million)

Basis for A11ocati~ns

A different base selected for
approprlat¢ cost elect 32,656,765 fi,7g2,807 11,678,283 4,89S,476 (9

- case £nwntory
- a£ency~llar sales
- units sold

LB~ Auditor Allo~arion Results

Basis ~or Allocations

A diEferenCbase selected ~or
appropriate cost progra~ 32,996,493     6,996,265     11,678,283 4,682,018 (9 million}

case, inventory
dollar l~bor cost
mits sold

Note ~he $9 m~llion net income loss no matter w~at cost allocation technique is used.

4. Cost Reduction

Just because certain expenditures are allocated to a particular pro-
duct does not necessarily mean that those ~xpenses w~11 all go away if
the product is eli~dnated.

The key is - can the Board cut their expenditures enough to of£set
the estimated $9 million net incc~ loss. Some 83~ of all costs asso-
ciated with beer and ~rlne sales canbe eliminated; but even with this. re-
duction there still will be a $9 million net income loss. Table 1 and
the follo~ring data show this.
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Total Costs Associated lqith
Beer and Wine Sales

Costs of Ceods Sold

Beer $ 1,669,061
Wine 17,365,05,5

$19,034,116

Direct Cost Allocations

Beer $ 956,200
Wine     5,498,838

$ 6,455,038

Overhead Cost Allocations

Beer $ 84,841
wme 456,586

541,227

Can Be CanNot Be
Eliminated Eliminated

$19,034,116 $ -0-

2,680,970 3,774,068

-0- 541,227

$21,715,086 $ 4,315,295 $26,030,381

83%             17%

The Board has estimated that $2.7 million in direct costs can be
eliminated if the State no longer sells strong beer and wine. An itemi-
zation of this figure follows:

Liquor Control Board
Merchandising Division Wince Beer

Salaries ~ Benefits:

Agencies $     96,009 $ 18,937
Stores 1,684,915 288,104
Warehouse 270,119 85,222

Total $ 2,443,306

Other Costs:

Agencies 8,021 2,899
Stores 121,976 20,729
Warehouse 67,320¯ 16,719

Total 237~664

GRAND TOTAL $ 2,248,360÷ $ 432,610 = $ 2,680,970
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This $2.7 million reduction represents a 7.5% reduction in total
Board operating expenses or a 8.9% reduction in labor costs.

In order for the net income to remain the same ($62,418,952) another
$8,997,2t3 in expenses would ha~ to be eliminated. Forexample, the
entire General Administration Division would have to be eliminated
($3,250,615) plusS5,746,698 in the Merchandising Division (NOT£: the
totaI remaining costs associated with strong beer and wine, ~ al-
ledgedly cannot be cut are only $4.5 million). The total estimated ef-
feat ($8,997,313 + $2,580~970 = $11,678,283} would equal a 52% reduction
in Board operating expenses. This 32% reduction would have to be realized
if the Legislature wished to maintain- the present level of Board net in-
come with the mere limited product line.

5. Additional Tax Revenues

The Board haslesti~at~l that certain tax revenues may increase if the
Board were no longer to sell beer and wine. It was assumed that (1) the
private sector would p~ck up this business; (2) that there prices would
remain, higher than the States; (3) that their inventories would increase.

~he foiiowing are the Board’s~ estimate Of additional tax revenues:

Business and Occupation Tax
Inventory Tax
Sales Tax

$321,872
61,293

452,835

$836,000

6. Bettor Use of Retail Space

Wine and strong beer displays use an estimated I/3 o~ the retail
shelf space in State liquor stores. Beer iS usually displayed on the
floor, so for purposes of this discussion, wine is considered the primary
user of shelf space. If the Board no longer sold these products, this
Shelf space couldbe used for something else. For example: (I) it could
be used to display additional brands.of spirits not now available in
State stores;(2) it could be used to betterdisplay the present brands
of spirits; and (5) it maybe considered surplus space and when the pre-
sent store leases expire, a smaller store at-a lesser rent may be found.

The. private sector believes that a better use of this space (other
than displays of strong boer and wine) should, and can be found. Their
measure of effective "use of space" is a ratio o£ percent net income the
product generates, to percent space used. In the State’s case the wine
and strong beer products generate. 12% of the net income and use 55% of
the shelf space, therefore,:better use Of this shelf space should be
found.

* Department of Revenue staff have audited these figures.
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An objective estimate/proposal of how this available space may
realistically generate enough Tevenue to offset the beer and wine net
income loss is not available.

Table 3 shows the-differences in win~ pricing - private vs. State.
Presently the State price is approximately 20% lower per fifth than the
private sector’s price. However, the State is not required to purchase
wine £~om a wholesaler; the private sector is.-[--T~ the wholesaler mark
up is added to the State’s pricing schedule it would result in.a price
7.% higher than the privet.o" sector’s price.

Table

Wine pricing
Private Versus State

Milliliter - Approx. One Fifth)

Supplier

Cost from supplier
Liter [gallonage tax]

Wholesaler

Total cost from supplier
Markup on cost            x

Retail

Total cost from supplier/
wholesaler

Mark up on cost x
Liter [gallonage) tax
Sales Tax x

Consumer Cost Per Fifth
State Price Varsus Private Price

Private .Sector
Three Tier System

$1.75

State Board
I£ Use Private

Present TwD*
Tier System

$1.75

Sector Three
Tier S~stem

$I. 75
.163

I. 913
35~.

z.s83
42.

6.2%

$3.~z

1.75

60~
. i63
6.2%

$3.15.
20% lower

1.7S
35%

2.3625

60%
.163

6.2%
~4.19

7% higher

Current statutes permit the Washingt.~ State Liquox Control Board to act
as a wholesaler and retailer o~wine, while requiring a total separation
of the wholesaler and retailer in the private sector. (RCW 68.28.010)

State adds tax after mark up.
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Co CONCLUSIONS

The product margin income statement is a useful tool if discontin-
uance of a particular product is being considered. The analysis shows
that the amount of costs allocated to wine and strong beer is academic -
that the key is - what amount costs can be eliminated.

If a specific product yields a sales margin, it generally should be
retained even though allocation of certain expenses to the product would
indicate a net los~ for such product. In This case each product adds to
the net income (strong beer - $190,381 and wine - $4,491,637). This ob-
servation is based upon the assumption that the product in question repre-
sents a relatively small segment of the enterprise. (Beer and wine repr4-
sent 13% of net sales and 12% of net income.) Its termination, therefore
would not cause enough-reduction in expenses to offset the .estimated $8
million net income loss each year. A 32% reduction in Board expenditures
would be necessary to maintain the StaTe present net income level. The
Board has estimated that a 7.4% reduction can be achieved.

The shelf space used by wine and beer may be excessive when eval-
uated by a ratio o£ percent net income earned to percent space used.
However, the fairness of this measure is questioned when considering the
bigger picture and the fact that the wine and beer shelf space is return-
ing a net income. For example: can displays of additional, or more of
the same brands of spirits really offset the $8 million net income loss?
An objective answer to this question is not available. The State Liquor
Board is limited in the products it can sell. The private sector may
sell just about anything in their stores. Further~ the Board is not in
the marketing business, nor should J.t be according to our understanding
of the legis]atJ.ve intent of the State liquor statutes.

D. RECONNENDAT ION

The lqash~.ngton State Liquor Control Board authority for sale of
strong beer (ma~t beverages) and wine should be cont~aued.
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APPENDIX I

Extdb~ f 1

Cost ~11ocation ]Cork Sheet

Herchandising (Operating] Division
Licensing Division (Operating)
~eneral ]tdministratiOn [Overhead) Divisio~

Step I - Distribute ~e~eral ~l~inistr~tio~
Costs

Total Costs

$30,070)939
3~151~998

$36,473,5S2

of lair costs ~ ’~’ ~vision, co.red to
lair costs ~ "L" Divisi~. ~erefo~ 90~
of C~neral A~inistration co~ts are a11~t~

¯°~’ "U’
Division

G.A. (Overhead)
Division Allocation $2,925,554 $325)061

Step 2 - Distribute ’~’ Division ~ost~

Allocate certain "R’ Div. Costs on a unit
sold basis (%ottles). Therefore 2.g% to
strgng beer) 15.6% to wi~e, 81.5% to
spirits.

Persona] service contract, goods and
services, travel ~ other

Overhead (frv¢~ G.A.

(b) A}]oaate certain "be’ Div. cos%s on a space
u~d [~Isis (case inventory).- TheT~Ore)
4.4% to stmng ~r, ~% to w~e, 65.6t to
spiriB.

Ut£1itles. Tectal. lea~s.
~preciati~

Strvng
Total C~sts ~eer Wine Spirits

$22,821,500 $661,824 $3,5b0,154 $18.599.5ZZ

1,639,91Z 47,557 255,826 1)336,529
2,925,554 84,841 ~56,~6 2,384,327

246)8]9 1,682,858 3,679,850
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